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A Telegram from the 


President of the United States 


TO THE MEMBERS OF THE FEDERAL GOVERNMENT 
ACCOUNTANTS ASSOCIATION ASSEMBLED IN THEIR SEVENTH 
ANNUAL SYMPOSIUM, I SEND GREETINGS. 


YOUR ASSOCIATION HAS PLAYED AN IMPORTANT PART 
IN THE IMPROVEMENT OF FINANCIAL MANAGEMENT DURING 
THE PAST SEVERAL YEARS. NOW, AS YOU CONSIDER THE 
SUBJECT OF “FEDERAL ACCOUNTING AND BUDGETING—A 
NEW LOOK,” YOU ARE DISCUSSING AN AREA OF VITAL 
PRESENT CONCERN TO THE NATION. EVERY GOVERNMENT 
AGENCY IS CURRENTLY EXAMINING AND IMPROVING ITS 
FINANCIAL OPERATIONS PURSUANT TO PUBLIC LAW 863 AND 
IN THEIR RESPONSIBLE TRADITION OF PUBLIC SERVICE. 


BEST WISHES FOR A SUCCESSFUL MEETING. 


DWIGHT D. EISENHOWER 
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A Message from a 


Vice-President of the FGAA 


THIS issue of THE FEDERAL ACCOUNTANT presents the talks given 
at the Seventh Annual Symposium on the theme “Federal Account- 
ing and Budgeting—A New Look.” It will provide a permanent 
record of this significant material, including valuable information 
on the background and significant implications of Public Law 863 
and other recent developments in federal financial management, 
for example, the expansion of accrual accounting and cost-based 
budgeting. 

The enactment of new laws will not in itself produce the desired 
improvement. Changes in the law are of no avail without qualified 
personnel to initiate and carry out the improvements. At this point 
each of us should reappraise ourselves in the light of the “New 
Look.” Do we realize the significance of these changes and appre- 
ciate our responsibility in this transition period? Are we giving 
these improvements our whole-hearted support? Do we under- 
stand the new program and our place in it so that we can be sure 
that our fellow workers are properly indoctrinated and trained? 

The Federal Government Accountants Association is nearing 
completion of its second year as a national organization. The tele- 
gram from President Eisenhower, which was read at the Sympos- 
ium and is printed on page 2, marks a milestone in the progress 
of our Association. All of us should be deeply conscious of the 
accomplishments of those who have worked and planned to make 
our Association a success. The FGAA is endeavoring to raise the 
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general caliber of federal accounting and management personnel 
and thereby to aid in the improvement of accounting and auditing 
in the federal government. When one considers the tremendous 
size of the government and its many problems in the financial 
field, it is certainly understandable that many of the changes are 
being made on an evolutionary basis. That outstanding persons 
are in key positions gives us hope for continuing improvements. 

The purpose of the FGAA is to unite the professional account- 
ants in the federal service. Through the FGAA we are gaining 
recognition as a distinct professional group. It provides the means 
for exchanging ideas with other accountants through chapter 
meetings, annual symposia, THE FEDERAL ACCOUNTANT, and news 
letters. But how can it be more useful? You can help by mak- 
ing suggestions to your local chapter executive committee, where 
you feel the chapter operation can be improved, and to the 
national officers, where they affect the Association. Discuss in 
your chapter meetings the “New Look”; have committees report 
to members on problem areas; have panel meetings or case studies 
on new procedures or installations of new equipment. It is your 
Association. The more you participate the more you learn, the 
more the Association grows, and the faster federal accounting 
advances. 


EMMETT S. CLIFFORD 
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Participants in the Seventh Annual Symposium 


Left to right: E. H. Morse, Jr., General Accounting Office; J. H. Stewart, Arthur 
Young and Company; W. J. McNeil, Department of Defense. 


Left to right: Percy Rappaport, Bureau of the Budget; R. J. McConnell, City of 
Philadelphia; W. A. Newman, Jr., General Accounting Office, president of the 
FGAA. 


Left to right: J. S. Bartlett, Post Office Department; E. S. Clifford, Maritime Admin- 
istration; H. J. Trainor, Internal Revenue Service. 
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JF. Harold Stewart 


The Hoover Commission 
Recommendations on 


Budgeting and Accounting 


The task force on budgeting and accounting reviewed the accounting 
practices of agencies of the federal government and offered thirty-one 
recommendations. Of particular interest is Mr. Stewart’s explanation 
of the $4 billion of savings often mentioned in connection with the 
second Hoover Commission. 

This article is a condensation of Mr. Stewart’s speech, prepared by 
the editors from stenographic notes. 

Mr. Stewart, of the public accounting firm, Arthur Young and Com- 
pany, was chairman of the task force on budgeting and accounting of 
the second Hoover Commission. 


PUBLIC Law 108 was passed by the 83d Congress and approved 
on July 10, 1953. This law created and gave a mandate to the 
second Hoover Commission to examine the organization of thé 
executive branch of the federal government. The second Hoover 
Commission had a broader mandate than its predecessor, for it 
was authorized to look into the matter of policies as well as actual 
operations. The task force on budgeting and accounting was part 
of the second Hoover Commission. 

About the time that the Hoover Commission was organized, 
there was created in the Department of Defense the Cooper Com- 
mittee. That committee was appointed by the Secretary of Defense, 
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with instructions to study fiscal policies and controls of the 
‘Department of Defense. It was headed by Charles P. Cooper, who 
had been Executive Vice President of the American Telephone 
and Telegraph Company. The Cooper Committee made the very 


important recommendation that an accounting system be sub- | 


stituted for the conventional appropriation and allotment system. 
The Hoover Commission concurred with this suggestion and 
agreed generally with the substance of the Cooper Committee’s 
recommendations. 


RECOMMENDATIONS OF THE TASK FORCE 


The operations of federal agencies were reviewed, and as a result 
of the reviews the task force on budgeting and accounting pro- 
duced thirty-one recommendations. Of these the Commission 
adopted thirty. Some of the recommendations required legislation; 
others required only administrative action. The most important 
legislation was that introduced in Congress recommending that 
accrual accounting and cost-based budgeting be adopted and that 
appropriations be made in terms of annual accrued expenditures. 

The latter recommendation was deleted in conference after 
the legislation had passed the Senate, and the legislation that came 
out of Congress recommended cost-based budgeting and accrual 
accounting. Why did we need legislation for that? That question 
was asked during the hearings. Legally and technically it may not 
have been necessary. The President and the Bureau of the Budget 
have the authority to request action in that direction if they would. 
With the Appropriations Committee in its very strategic position, 
and with the Congress ever watchful of the administrative agencies, 
it was important that the Congress speak, even though it was not 
absolutely necessary from a legal standpoint. Congress controls 
appropriations; Congress controls in large measure personnel 
policies, and to have Congress speak, and speak in unmistakable 
terms of what it wanted, was most useful. 


THE SAVINGS OF $4 BILLION 


The opposition to the findings of the task force has said that 
great claims have been made in passing the legislation—claims 
which cannot be supported. There certainly is a misunderstanding 
in the minds of some people as to what the Hoover Commission 
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HOOVER COMMISSION RECOMMENDATIONS 9 


did say about savings. Newspapers carried a magic figure of $4 
billion which these reforms were going to save. This has been 
represented as everything from the total savings of the commission 
to the narrow statement that you could save $4 billion in the 
accounting costs of the federal government by changing the 
accounting methods. 

The latter position is absurd. Nothing could be farther from 
the truth. No one connected with the commission or the task force 
ever made any such claim. It is a matter of public record in hear- 
ings before the committees of the Senate and the House precisely 
what that figure of $4 billion meant. 

When the task force had completed its work it was suggested that 
unless people had some idea of the tremendous sums we were 

dealing with in the federal government, they might minimize the 
effect of these improvements in financial management. An attempt 
was made to convert the savings into dollars. We could not do it 
with precision, but in order that we might say something we 
wrestled with the problem. Finally we asked one of the most 
experienced members of the task force, who was running a very 
large business. “If in your business you did not know what you 
owned and did not know what you owed and couldn’t tell what 
you had done with what you had,” and that is the condition we 
found at the time we made our review, “how much do you think 
it would be worth to you if you could suddenly come by that factual 
information?” ‘““Well,” he said, “we have had improvement projects 
in our company of much less magnitude than this. We would never 
go into a project unless we expected to save at least 10 per cent.” 
So we stopped to examine this target before us. The federal govern- 
ment had a budget at that time of close to $78 billion, but in it 
there were many dollars that nothing could be done about by way 
of savings, no matter what you did through management, for 
example, the interest on the debt, the requirements under the 
veterans legislation and under the various agricultural acts, and 
similar items. 

We did find that we had $48 billion of controllable items, 10 
per cent of that amount was $4.8 billion. If we suggested savings 
of $4.8 billion, we would be accused of measuring precisely, so we 
concluded that we could not specify savings of $4.8 billion. The 
general agreement was that we should say $4 billion. That might 
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be a useful figure, providing it was properly described. Remember 
we had also a carry-over of expenditures which was equal to the 
entire federal budget, so we had over $90 billion of expenditures 
to shoot at, with the big targets being the budgets of the Depart- 
ment of Defense and foreign aid. We resolved the matter this 
way: We said if all these recommendations were carried out, while 
no one could measure precisely the savings that would flow from 
them, it would not be unreasonable to expect savings as a result 
of better financial management which could amount to as much 
as $4 billion. 

The task force used their best judgment in supplying that figure 
of $4 billion. It was a good figure; but suppose it wasn’t four; that 
it was three, or two, or one. It would seem that even $1 billion is a 
lot of money. That is the story of the $4 billion of savings. It is 
not $4 billion saved from changes in the accounting methods, 
principles, or policies. 


SEPARATING THE AUDIT FUNCTION 


The first Hoover Commission recommended the appointment of 
a Comptroller and Auditor General, in effect to replace the Comp- 
troller General. We examined the situation carefully. We con- 
cluded that conditions were completely changed and that any 
recommendation of that kind would have no validity because the 
Comptroller General in his office had been a constructive force in 
the improvement of federal government fiscal control. 


WHERE DO WE GO FROM HERE? 


The Bureau of the Budget and the General Accounting Office 
have shown an interest in furthering the improvements we 
recommended. As a result of the legislation passed by the last 
session of Congress, the General Accounting Office and the Bureau 
of the Budget have had their positions strengthened. 

It is going to take all the support and all the encouragement 
that can be given them to get this job done, because a concept 
has grown in the federal government that budgeting and account- 
ing are completely separate. The budget officers and accounting 
officers live in separate worlds. Imagine how long that condition 
could last in a far-flung business organization? Good budgeting 
depends on sound financial facts. Sound financial facts depend 
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upon sound accounting policies administered by effective account- 
ing systems. Accounting pointed simply at the development of 
facts, without some concept of the use to which they will be put 
by the budget officer, misses the mark. We need a joining of forces 
between the budget people and the accounting people to have one 
co-ordinated whole. 


PENDING LEGISLATION 


At the moment a question seems to surround the legislation 
which was passed by the Senate unanimously and is awaiting action 
by the House. The legislation provides for stating appropriations 
in terms of annual and accrued expenditures. It would be profit- 
able to study that legislation as it is proposed, for it is designed to 
do precisely what the task force recommended. It proposes placing 
the federal budget on the annual accrued expenditures basis as 
soon as practicable, using such tools as are necessary to do the work. 
It is a mandate from the Congress indicating that budgets should 
be stated in terms of annual accrued expenditures. Each agency 
would ask for the funds in terms of estimated amounts required 
to pay for goods and services to be rendered and furnished to it 
during the fiscal year. 

Of course, there are agencies which have long lead-time procure- 
ment, and, with respect to long-lead items, provision is made in the 
legislation for use of contract authority. That contract authority 
would be granted on a showing it was required; and contract 
authority would be reviewed annually and revised either upward 
or downward, as the case may be, depending on the conditions at 
the time the budget was presented. 

There has been some fear that contractors might be injured by. 
such a program. We considered that very carefully, and it was 
our considered judgment that they would not be injured but 
would actually be helped. A contractor is now exposed to the risk 
of termination. We believe that anyone who holds a valid govern- 
ment contract holds a claim against the United States government 
and, to the extent he has furnished goods or services, will be 
reimbursed therefore together with a reasonable profit. That is 
the history of the relationship between contractors and the govern- 
ment, and there is nothing in this legislation that would change it. 
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Ellsworth H. Morse 


Current Legislation and 


Accounting Principles 


The Budget and Accounting Procedures Act of 1950 gave the Comp- 
troller General of the United States authority to prescribe the principles 
and standards for accounting to be observed by federal government 
agencies. More recently, Public Law 863 provides for the maintenance 
of accounts of federal agencies on an accrual basis in accordance with 
the principles and standards prescribed by the Comptroller General. In 
practice the Comptroller General prescribes broad principles and stand- 
ards after consulting the Secretary of the Treasury and the Director of 
the Bureau of the Budget. Each agency is encouraged to take the respon- 
sibility of improving its own accounting system. 

Mr. Morse is Director, Accounting and Auditing sae Staff, General 
Accounting Office. 


THE basic theme of this symposium concerns federal accounting 
and budgeting, a subject in which we in the General Accounting 
Office are much interested. Budgeting and accounting are closely 
related functions. This fact was recognized by the Congress when 
it passed the Budget and Accounting Act in 1921. That act not 
only provided for a national budget system and for an independent 
audit of Government accounts, but it also created the Bureau of 
the Budget and the General Accounting Office. 

The more specific subject of discussion for this symposium 
relates to the act of August 1, 1956, more familiarly known as 
Public Law 863. This act grew out of the recommendations of 
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the second Hoover Commission, and its stated purpose is to 
improve governmental budgeting and accounting methods and 
procedures. | 

Any effort to strengthen the budgeting and accounting functions 
in the federal government finds strong support in the General 
Accounting Office. The reason for this is that the statutory respon- 
sibilities assigned by the Congress to the Comptroller General 
include the duty not only to prescribe principles, standards, and 
related requirements of accounting to be observed by the executive 
agencies but also to audit and review the manner in which federal 
agencies carry out their operations and administer public funds 
and other resources. The principal objective of these reviews 
is to promote efficiency and economy in the management of govern- 
ment programs and activities. Many complex and interrelated 
factors are involved in attaining this desirable objective. Much 
can be contributed by effective methods of budget formulation and 
execution, sound accounting systems, and intelligent use of the data 
supplied from such processes. 

For reasons such as these, the General Accounting Office has 
stressed for many years the objectives underlying the various 
recommendations of the second Hoover Commission which were 
incorporated in Public Law 863. 

I will outline the steps taken in the recent past to develop 
improved accounting and related procedures in the federal govern- 
ment, describe the role of the General Accounting Office in those 
developments, and discuss the fundamental nature of accounting 
principles and our responsibilities in relation to them. 


THE JOINT PROGRAM TO IMPROVE ACCOUNTING 
IN THE FEDERAL GOVERNMENT 


The objectives sought in enacting Public Law 863 are the same 
as those which have been identified with the Joint Program to 
Improve Accounting in the Federal Government. To understand 
the effect of this law on accounting developments in the govern- 
ment, and the role of the General Accgunting Office in such 
developments, a look back to the beginnings of the joint program 
is desirable. 

The act creating the General Accounting Office in 1921 gave 
it the duty of prescribing accounting systems to be used in the 
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departments and establishments of the government. This respon- 
sibility was carried out with varying degrees of vigor, and the 
enthusiasm with which such efforts were received by most agencies 
was not exactly overwhelming. Significant progress in improving 
government accounting and financial reporting was made in some 
areas, but it became evident that a more co-ordinated approach 
was necessary. Consideration of these factors, plus the expressed 
interest of congressional committees in stimulating progress, led 
to the organization in 1948 of a joint program led by the Comp- 
troller General, the Director of the Bureau of the Budget, and the 
Secretary of the Treasury. 

The basic philosophy of the joint program was to encourage 
each agency to take the initiative and responsibility in solving 
its own accounting problems and developing improved methods. 


The Comptroller General, rather than prescribing standard sys- — 
tems, would exercise his authority in terms of broad principles and _ 
standards, after consulting with the Secretary of the Treasury and 


the Director of the Bureau of the Budget. The results under this 
approach would be more useful to the managements of the 
agencies and would still meet central accounting and reporting 
requirements. 

The emphasis in the joint program has always been on the term 
“joint.” Specific work under the joint program involves not only 
the three central agencies but also the individual agency which is 
the chief partner and which is encouraged to proceed on its own 
initiative. The full participation of the operating agency must be 
present. If any lesson is to be learned from the past, it is that 
changes cannot be directed by fiat or imposed without regard to 
individual agency needs. 

The operating philosophy under the joint program was recog- 


nized in law when the Congress enacted the Budget and Account- 


ing Procedures Act of 1950. The General Accounting Office has 
operated in conformity with this philosophy ever since the joint 
program was inaugurated in 1948. 


Accounting Responsibilities of GAO 


The broad accounting responsibilities of the General Account- 
ing Office came in for some discussion in the hearings preceding the 
passage of Public Law 863. One interpretation placed on the 
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second Hoover Commission’s recommendation for the establish- 
ment of a staff office of accounting in the Bureau of the Budget 
was that there would be a transfer of functions from the General 
Accounting Office. Also, some fear was expressed that the creation 
of this office would mean a return to the days when conflicts over 
jurisdictional authority in the accounting area impeded the 
development of improved accounting in the government. Both 
this interpretation and this fear were unwarranted. 


p | The position of the Comptroller General and the General 


Accounting Office as to their role, and as to the role of the Bureau 
| of the Budget and the Treasury Department, in the development 
_of accounting improvements in the agencies has been consistent 
since the joint program was started in 1948. It can be stated very 
simply as the practical conviction that the responsibilities of the 
legislative and executive branches of the government in the 
_ development of adequate accounting in the agencies are joint and 
co-ordinate. The responsibilities of the GAO are to prescribe the 
accounting principles, standards, and related requirements to be 
observed by the agencies, to review, and approve when adequate, 
the accounting systems developed by the agencies, and to co-operate 
with the agencies in the development of their accounting systems. 

The underlying policy for this is well expressed in the report* 

of the Senate Committee on Expenditures in the Executive Depart- 
ments following the hearings which resulted in the Budget and 
Accounting Procedures Act of 1950: 
Under a policy established and steadfastly adhered to by the Congress, 
the Comptroller General of the United States, as an agent of the Con- 
gress, has been vested with authority to prescribe accounting require- 
ments for each of the executive agencies as an essential to legislative 
control of appropriations and expenditures in the executive branch. ° 
The committee feels that this long-established policy of Congress is an 
| essential legislative control over public financial transactions, and must 
be held inviolate....The bill does fill in certain gaps in the Comp- 
troller General’s authority, however, and he will be enabled to exercise 
all his authority on the same high level of principles, standards, and 
related requirements, consistent with the assumption by the agencies 
of their responsibility to develop their own detailed systems and 
procedures. 


1S. Rept. 2031, 81st Cong. 
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Relationship to Responsibilities of 
Other Central Agencies 

The responsibilities of the Bureau of the Budget relate directly 
to budgetary processes and management of the agencies. The 
Treasury Department has statutory responsibility for the central 
accounting and reporting systems of the government and certain 
over-all fiscal responsibilities. 

Each of the three central agencies has these specific respon- 
sibilities to perform in the area of financial management. These 
responsibilities also affect those of the operating agencies. For 
effective results they should not be discharged by each agency 
operating separately. Therefore, it has been our view that a means 
for effective joint consultation, joint discussion, and joint action 
in financial management matters must be maintained in the 
government. This medium is the Joint Accounting Improvement 
Program. 

We welcome the additional stature and strength given to the 
accounting function in the Bureau of the Budget as a result of the 
Hoover Commission recommendation. We have not found it to be 
incompatible with the continued exercise of our responsibilities 
as provided in the Budget and Accounting Procedures Act of 1950. 
Rather, we believe it has resulted in tying the budget and account- 
ing functions of the government more closely together and has 
further accelerated joint action in the development of financial 
management improvements in the agencies. 


PRESCRIBING OF ACCOUNTING PRINCIPLES 


As most federal government accountants know, the Comptroller 
General issued his first over-all statement of accounting principles 
in November 1952 in the form of a document bearing the label 
Accounting Principles Memorandum No. 1. This statement was 
originally issued as a tentative statement and had been developed 
in co-operation with the Bureau of the Budget and the Treasury 
Department as well as with various executive agencies. 

In September 1957 the first parts of the General Accounting 
Office Policy and Procedures Manual for the Guidance of Federal 
Agencies were released. This manual represents the codification of 
all regulatory and related material of the General Accounting 
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Office, other than legal decisions. This manual includes Account- 
ing Principles Memorandum No. I, which is now prescribed under 
the Budget and Accounting Procedures Act of 1950. 

The work of the second Hoover Commission included a review 

of these principles, and it commented favorably on them in its 
report on budget and accounting: 
These principles and standards which were developed in consultation 
with the executive branch have been set broadly, are sound, and per- 
mit flexibility in their application. They have been helpful and in our 
opinion are in complete harmony with the proper objectives of 
accounting improvement in the executive branch. 


Many of the provisions of Public Law 863 which now represent 
expressions of congressional policy were dealt with in the Comp- 
troller General’s Accounting Principles Memorandum No. 1. For 
example, you will find specific references to and discussions of these 
matters: 

1. Use of cost data for internal management control purposes 
and to support budget justifications. 

2. Use of the accrual basis of accounting. 

3. Integration of property records in accounting systems. 

4. Consistency in classification of budget and accounting data. 

5. Simplification of allotment structures. 

All of these are very technical matters. The inclusion in Federal 
law of a congressional expression of policy on them provides addi- 
tional impetus to continuing improvements in specific circum- 
stances. Legislation on them may not have been essential in achiev- 
ing continuing progress, but experience has demonstrated that 
congressional policy expressions help clear the air as to what is 
deemed desirable. 


NATURE OF ACCOUNTING PRINCIPLES 


In pursuing a discussion on such a subject as accounting prin- 
ciples, I think that it is of more than passing interest to consider 
just what we mean by the term. You are aware that there is a term 
“generally accepted accounting principles” used by independent 
public accountants in their audit certificates relating to the finan- 
cial statements of business enterprises. The meaning and signifi- 
cance of the term is less well understood. I do not intend to deal 
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with this problem here except to refer to the fact that the account- 
ing profession is now paying a lot of attention to the real mean- 
ing of the concept. Some of you may be familiar with the recent 
hearings of a congressional committee on railroad accounting 
procedures and the lively discussion of the fact that certain rail- 
road accounting practices do not conform to those of other indus- 
tries. Several articles in technical journals have appeared over 
the past year raising questions on the usefulness of specific account- 
ing principles or practices. 

When accountants speak of accounting principles, they are not 
talking about fundamental and universal truths, like Newton’s 
law of gravity, from which there can be no deviation. The Com- 
mittee on Terminology of the American Institute of Certified 
Public Accountants recognized this in its early deliberations.? It 
stated: 
Care should be taken to make it clear that, as applied to accounting 
practice, the word principle does not connote a rule from which there 
can be no deviation. An accounting principle is not a principle in the 
sense that it admits of no conflict with other principles. In many cases 
the question is which of several partially relevant principles has deter- 
mining applicability. 

Without intending any injustice to the framers of the above 
quotation, I would like to suggest that it does not clarify any 
too well just what an accounting principle is. The term itself, 
and by itself, is not very satisfactory. A related term—‘standards” 
—is very frequently substituted to convey the meaning intended. 
This brings us to the essence of the idea we are striving for; 
namely, that a body of general rules to be considered in deciding 
upon specific accounting practice to be used should exist for the 
guidance of the accountable activity and as a basis for judging or 
evaluating the practices followed. When we introduce the idea of 
judging practices, we bring in the consideration that the rules 
must give due regard to the general objectives which the account- 
ing process must serve—such as usefulness to those for whom the 
data is produced, adequate disclosure of financial facts, and proper 
accountability for resources. 

Accounting principles and standards, in this light, are pragmatic 


*Accounting Terminology Bulletin No. 1 (American Institute of Certified Public 
Accountants), p. 11. 
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in nature; they are not similar to natural laws. They must be 
broad and flexible enough to cover varying circumstances and they 
can and should be changed to meet changing conditions and 
needs. 

Insofar as the prescribing responsibility assigned to the Comp- 
troller General is concerned, the problem of considering just what 
is a principle is simplified since the law bundled up the whole 
idea in the phrase “principles, standards, and related require- 
ments.” This could cover anything relating to accounting that the 
Comptroller General thinks ought to be prescribed, giving due 
regard to results of necessary consultation with the Director of the 
Bureau of the Budget, the Secretary of the Treasury, and other 
government agencies. 

However, our operating policy is to get away from prescribing 
in detailed terms, and to move toward broad principles, standards, 
and requirements. Today we do not prescribe specific accounting 
systems; we approve them when we consider them adequate and in 
conformity with our general principles and standards. 

In the area of prescribed accounting forms, we have reduced 
considerably in recent years the number of such forms. Civil pay- 
roll and leave procedures were, until this year, prescribed prin- 
cipally under General Regulations No. 102. This has now been 
changed. We have prescribed the basic principles and standards 
(and certain forms and procedures that need to be uniform in the 
government) and leave the operations to the agencies involved. 
Specific procedures are presented in our manual in illustrative or 
suggested form only. 


Relationship of Accounting Principles to 
Objectives of Accounting 

In the federal government, accounting principles and standards 
must be developed and applied in relation to the major purposes 
accounting is intended to serve. Here again, congressional policy 
has been expressed in law. The Budget and Accounting Procedures 
Act of 1950 declares that it is the policy of the Congress that the 
accounting of the government should provide (1) full disclosure of 
the results of financial operations, (2) adequate financial informa- 
tion for the management of operations and the formulation and 
execution of the budget, and (3) effective control over income, 
expenditures, funds, property, and other assets. 
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These objectives provide the basic framework against which 
we in the General Accounting Office intend to carry on the con- 
tinuing development of principles, standards, and related require- 
ments for accounting in the federal government. 


Effect of Absence of Profit Motive on 
Accounting Principles 

Recently, a question put to the Comptroller General concerning 
the objectives of accounting in the federal government was based 
on the stated premise that accounting in government obviously 
differs from accounting in a commercial enterprise, where profit 
and the factors that produce profit are primary considerations. The 
answer given on this occasion was that the absence of the profit 
motive in government was not considered as having any particular 
effect on the objectives of governmental accounting. The objectives 
were then recited as those appearing in the Budget and Accounting 
Procedures Act of 1950; namely, full disclosure of results of finan- 
cial operations, adequate financial information for management 
and budget purposes, and effective control over financial trans- 
actions and resources. 

However, when we think in terms of principles and standards, | 
would be inclined to argue that some differences exist. For exam- 
ple, the measurement of periodic income or profit in private 
enterprise is one of the most important and difficult jobs account- 
ants for private enterprise are called upon to do. Therefore, it can 
well be that the basic rules or principles governing the determina- 
tion of profits in the most useful way in private enterprise will 
differ from those pertaining to a similar activity conducted by the 
government where the undertaking is for purposes other than the 
production of profits. I can illustrate this point easier than I can 
state it. In the accounting for a private business operation, the 
financial results of operation for a given period might be deter- 
mined after giving recognition to unrealized inventory losses 
resulting from replacement prices being less than costs incurred. 
In a similar government operation, the determination would more 
likely be made on a cost basis without anticipating unrealized 
losses. 

The suggestion that basic accounting principles might, in some 
cases, be different in government operations because of the absence 
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of the profit motive should not be interpreted as meaning that there 
are very many really significant differences. For example, in both 
types of opeiations, costs may be related to work accomplishments 
and results may be evaluated in terms of budgeted and actual cost 
as well as in relation to planned objectives. Below top-management 
levels in industry, measures of efficiency and productivity are based 
on work standards and budgets, and the spur to sustained or 
improved performance comes from such devices rather than the 
over-all profit aims of the enterprise itself. The same devices can 
be used in many government operations. 

One further thought so far as similarities are concerned relates 
to our examinations of financial statements of some government 
activities. In a number of cases, we use the same standard of 
generally accepted accounting principles as a basis for expressing 
opinions as are used by public accountants for the financial state- 
ments of private business enterprises. 


ACCOUNTING PRINCIPLES AND STANDARDS 
REQUIRED BY PUBLIC LAW 863 


The only direct reference to the responsibilities of the Comp- 
troller General in Public Law 863 pertains to the principles and 
standards prescribed by him under which executive agencies are 
to maintain their accounts on an accrual basis. 

Without debating whether it is a principle, a standard, or just a 
method, the use of accrual accounting was recited in Accounting 
Principles Memorandum No. | back in 1952 as the preferable 
basis of accounting in federal agencies. The passage of Public Law 
863 added considerable emphasis to this subject. Because of the 
added emphasis and the need to clarify the application of this 
method of accounting in the government to a greater extent, we 
will be issuing in the near future a new accounting principles 
memorandum dealing specifically with accrual accounting. 

In this statement, we expect to state that the maintenance of 
accounts on an accrual basis, or on a basis that can be readily 
converted to the accrual basis for purposes of cost-based budgets 
and other financial reports, is a basic requirement for all executive 
agencies. The extent of application of the accrual method of 
accounting to all classes of financial transactions and the specific 
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techniques of accounting employed in each agency in observing 
this requirement may vary between agencies and between the 
different components of an agency. 


FUTURE STATEMENTS OF ACCOUNTING PRINCIPLES 
AND STANDARDS 


In the months and years ahead, we intend to issue numerous 
additional accounting principles statements on specific subjects. 
At the present time, we are actively at work on several statements 
dealing with property accounting, including depreciation account- 
ing, inventory accounting, and transfers of property between 
agencies. Others will deal with such problems as determination 
and disclosure of unfunded liabilities of an actuarial nature; the 
relation of costs and funding; and the relationship of obligations, 
accrued expenditures, and costs. 


OTHER ASPECTS OF THE PRINCIPLES AND 
STANDARDS FUNCTION 


Three other aspects of the Comptroller General’s function of 


prescribed accounting principles and standards should be men- 
tioned. 


Effect of Nature and Size of 
Federal Government Operations 

The programs, operations, and activities of the federal govern- 
ment are numerous, widely diversified in nature, and unprece- 
dented in magnitude. They encompass almost every kind of activity 
to be found in private business and industry plus some that can 
only be carried out by a national government. This highlights 
a part of the problem of developing accounting principles and 
standards in the federal government. They must be broad enough 
to cover the great diversity of operations carried out and yet 
provide a body of useful general rules that will serve as suitable 
guideposts to the agencies in determining specific accounting 
practices and for judging the results obtained. There is no coun- 
terpart for this kind of responsibility insofar as private business in 
the aggregate is concerned. There, general acceptability, obtained 
through experience and the tests of usefulness and fairness plus 
recognition by various professional organizations, is the basis 
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on which accounting principles are used and judged. There is 
no common point vested with authority to prescribe those prin- 
ciples for all business organizations. 


Relationship of Audit Responsibilities 
to Prescribing Function 

The same act that assigned to the Comptroller General the 
responsibility of prescribing principles, standards, and related 
requirements also directed him to review the accounting systems of 
the agencies from time to time and to make audits of agency affairs. 
We are now organized to carry out all of these responsibilities on 
an integrated basis. Accounting systems and related methods, 
techniques, practices, and procedures are reviewed and evaluated 


- as an integral part of our audit reviews carried out at the site. The 


basis on which agency systems are operated is analyzed in relation 
to the broad principles, standards, and requirements prescribed 
by the Comptroller General. Recommendations for improvements 
are made to agency officials, or to the Congress when considered 
appropriate. 


Problems Pertaining to Automatic Data Processing 


We have recently issued a communication® to the heads of all 
departments and agencies which again calls attention to the Comp- 
troller General’s responsibilities for approving systems and suggests 
that care be exercised to assure that accounting systems or portions 
thereof converted to automatic data processing procedures will not 
conflict with prescribed principles, standards, and requirements. 
This communication also makes it clear that the approval of the 
General Accounting Office should be sought before an agency 
adopts an automatic data processing system change which would 
have the result of eliminating paper documentation. 


CONCLUSION 


While I have dwelt briefly with some of the responsibilities 
assigned to the GAO, the nature and tenor of these comments 
should not be taken as an indication that we are inclined to over- 
emphasize the importance of our own work and responsibilities. 

The General Accounting Office happens to occupy a somewhat 
prominent position because the Congress placed it there. You can 


*B-115369, dated Sept. 18, 1957. 
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be sure, however, that we are very much aware that it takes more 
than prominence of position to generate acceptance. We feel that 
organizations, as well as individuals, must in the long run be 
judged by their works, and that all of our efforts, whatever their 
nature, must be judged on the basis of results achieved. 

Our audit and review work on behalf of the Congress occupies 
much of our time and resources, and we are accountable to the 
Congress for that work. Our accounting development work in 
specific agencies and our participation in the joint program are 
of a co-operative nature. As is characteristic of almost any co-opera- 
tive effort, compromises have to be made in achieving progress. 
Differences of opinion between the agencies involved and their 
representatives are frequent, and the results achieved do not 
always satisfy everybody. However, despite these kinds of prob- 
lems, much progress has been made in the period of nearly ten 
years since the joint program was inaugurated, and the annual 
progress reports bear witness to it. But much remains to be done. 

In the Journal of Accountancy for March 1957, an interviewer 
asked the Comptroller General when he thought the joint program 
would be completed. The Comptroller General stated that 
improvement in accounting is never completed and that the joint 
program is a continuing and co-operative effort that should go 
on indefinitely. 

In concluding these remarks, I would like to state that in none 
of our work do we promote the idea of change for the sake of 
change. We are interested in changes that result in better ways of 
doing things, better management, better control over resources 
and activities, and, as an agent of the Congress, greater efficiency 
and economy in the management and operation of government 
programs. 

In co-operation with other agencies, we will continue the 
development of accounting principles, standards, and related 
accounting practices toward the objectives of effective control over 
the government’s financial transactions and resources; adequate 
financial information for agency management officials, the central 
control agencies, and the Congress and its committees; and finally, 
adequate disclosure to the public of the financial facts of govern- 
ment operations. 
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Percy Rappaport 


Current Improvement in 


Federal Financial Management 


The Bureau of the Budget has established an Office of Accounting to 
assist in the modernization of the financial management system of the 
federal government. Accounting is to supply the tools of management 
which will aid in the control of operations. Among these tools are 
performance reports, work measurement, internal audits, and cost-based 
budgets. By using common classifications for budgets, accounting, and 
performance reports it is hoped the cost of the services provided by 
the government may be better controlled. 

Mr. Rappaport is Assistant Director, Bureau of the Budget. 


THE current interest and effort in the further development of 
financial management in government can be traced back to the 
budget and accounting recommendations of the second Hoover 
Commission. These Hoover Commission proposals have set the 
pattern of the work being carried out under the Joint Accounting 
Program by the Bureau of the Budget, the General Accounting 
Office, and the Treasury Department in co-operation with the 
operating agencies. I would now like to outline briefly for you 
the role of the Bureau of the Budget in the current improvement 
of financial management in government. 

Of the three central financial agencies, the Bureau of the Budget 
was most directly concerned by these Hoover Commission recom- 
mendations. The Commission’s Budget and Accounting Report 
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gave considerable attention to the role of the Bureau in federal 
financial management, recommended a strengthening of its budget 
and management functions, and proposed that the Bureau provide 
greater leadership for the executive branch in accounting rn, 
ment work throughout the government. 

Acting upon the President’s instructions to take prompt action 
in implementing this Hoover Commission report, the Bureau of 
the Budget has taken steps to strengthen its facilities and has 
established an Office of Accounting to provide the desired leadership 
in accounting improvements. This new Office was placed under my 
jurisdiction and, as part of our total responsibility, we were given 
the job of bringing about—as rapidly as possible—the effective 
application of the Commission’s budget and accounting recom- 
mendations. The enactment of Public Law 863, which reflected 
congressional adoption of a number of these proposals, provided a 
valuable tool for stimulating the necessary improvement action 
in the agencies. 


CURRENT IMPROVEMENT PROGRAM 


As a result of these developments, the improvement of financial 
management is a matter of continuing concern to me. We have a 
big job ahead of us, one that requires a concentrated and co-ordi- 
nated effort to reach the established goals. For my part, I find there 
just aren’t enough hours in the day to deal adequately with the 
many problems that come before us. 

To handle this job in an effective and expeditious manner, we 
took action about a year ago to initiate an organized government- 
wide improvement program in this field. This was set forth in 
Bureau Bulletin No. 57-5, which included a pamphlet on 
“Improvement of Financial Management in the Federal Govern- 
ment.” The latter provided the policies and guidelines to be used 
by the agencies in working toward the identified goals. 


Scope of the Program 


Before going any further, I would like to say a few words about 
the scope of this program. Bulletin No. 57-5 and the attached 
pamphlet were developed for the purpose of bringing about a 
full-scale review, evaluation, and improvement of the financial 
management system employed by each agency. Application of the 
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provisions of Public Law 863 is a primary area of emphasis in this 
program, but this is not the sole objective of this effort since the 
new law does not cover all of the pertinent recommendations in 
the Hoover Commission’s Budget and Accounting Report. 

The provisions of Public Law 863 were identified in these docu- 
ments in fairly specific terms because of the recent enactment of 
that law and because it required the adoption of the relatively 
new accrual accounting and cost-based budgeting concepts. The 
bulletin and pamphlet also provided, however, that in addition 
to satisfying the provisions of Public Law 863, agency improve- 
ment plans should include any action needed to attain the objec- 
tives of the other budget and accounting recommendations of the 
Hoover Commission and to comply with the requirements of the 
Budget and Accounting Procedures Act of 1950 and other perti- 
nent legislation. This program, therefore, has as its objective a 
complete analysis of agency financial management practices, includ- 
ing financial organization, internal audit and other techniques of 
internal control, and financial and related performance reporting 
on the cost of the work accomplished. 


Working Arrangements 


These improvement efforts are being co-ordinated through the 
working arrangements of the Joint Accounting Program. Most of 
you are familiar with this co-operative undertaking, which unifies 
the efforts of the Bureau of the Budget, the General Accounting 
Office, the Treasury Department, and the operating agencies 
toward the mutual goal of improved financial management for the 
government as a whole. Since it began, this joint program has 
stimulated many significant improvements. The Hoover Commis- 
sion gave recognition to the advances made as a result of this: 
joint effort, but urged that the work proceed at a more rapid 
pace. 

Staff of the Office of Accounting serve as representatives of the 
Director of the Bureau of the Budget in the Joint Accounting 
Program. In accordance with the Hoover Commission proposals, 
steps have been taken to tighten up the working arrangements in 
this co-operative endeavor, and thus facilitate the improvement 
work under way. Two steering committees have been placed in 
operation—one for the Department of Defense and one for work 
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in the civilian agencies. These steering committees have the job 
of initiating joint work projects, assigning necessary staff from 
the central agencies, and keeping abreast of the progress of projects 
under way. 

Our improvement program under Bulletin No. 57-5 is making 
full use of these arrangements to insure effective results on a 
co-ordinated basis. The agency improvement plans submitted in 
response to the bulletin have been distributed for review in the 
General Accounting Office and the Treasury Department, as well 
as internally in the Bureau of the Budget. Within the Bureau, 
the respective budget examiners and other staff participated in this 
review on a team basis, to insure adequate consideration of the 
financial management problems in the individual agencies. The 
results of these reviews were brought together for joint consider- 
ation in the respective steering committee. After satisfactory dis- 
position of all questions raised in this process, joint meetings have 
been arranged with appropriate officials in the respective operating 
agencies. In the meetings with the agencies, our efforts have been 
directed toward obtaining agreement on a consistent pattern of 
improvement, and the establishment of specific projects and target 
dates for completion of the necessary work. 

In considering individual agency needs under this program, we 
have committed considerable staff time to assistance in the develop- 
ment and carrying out of agency plans. Basically this is a job to be 
done by the agency, but in some cases the three central agencies are 
providing assistance on a full- or part-time basis in order to bring 
the work to completion as rapidly as possible. For example, Bureau 
of the Budget and General Accounting Office staff are assigned 
full time as members of joint working teams in several departments 
and independent agencies where the complex problems involved in 
highly decentralized and varied types of operations require con- 
siderable study and development of suitable procedures. At the 
same time, joint program staff have been assigned to a large num- 
ber of small agencies to provide spot assistance in the development 
of suitable accounting systems. 

This pattern of operation under Bulletin No. 57-5 has proved to 
be valuable both for consistent application of the new concepts 
provided for in Public Law 863 and for evaluation of agency 
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systems against other legislative requirements and the remaining 
Hoover Commission objectives. The meetings with agency staff 
have produced plans of action that we feel will result in effective 
and modernized systems of financial management as soon as it can 
feasibly be done. 


Status of the Work 


At the outset, this was conceived to be a long-range job. It has 
now been under way for almost a year. During this period we have 
encountered many problems—both in terms of developing an 
understanding of our basic objectives and in terms of the applica- 
tion of new concepts. At this point, the joint review process I have 
described is just about completed, and improvement action is now 
actively under way in the agencies. 

We are encouraged by the results of this program thus far. In a 
number of cases, the necessary work will be completed in short 
order and the agencies should be able to produce cost-based budget 
statements for the 1960 budget. Among the agencies conducting 
large and complex programs, however, are some for which a cost- 
based budget presentation will not be available until the 1961 or 
succeeding budgets, depending upon the nature of the problems 
of application in each case. 

The amount of work involved in a given agency under this 
program varies with the kinds of operations conducted by the 
agency and the type of financial management problems generated 
by such operations. An additional important factor of course is 
the degree to which the budget and accounting system employed 
by the agency has been developed. You are well aware, I am sure, ~ 
of the tremendous scope and variety of operations conducted by 
the federal government. Each of these different kinds of operations 
has its own complications when it comes to problems of financial 
management. Our experience has shown that the best method of 
approach in this situation is one of analyzing individual problems 
and requirements in terms of a set of broad principles and stand- 
ards. In this manner, we can insure satisfaction of agency manage- 
ment needs and still produce data that will have consistency on a 
government-wide basis. 

This is the approach we have been using in the review of agency 
plans under Bulletin No. 57-5. We have found in this process that 
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the Hoover Commission Report and Public Law 863 have been 
most effective in stimulating the development of improved finan- 
cial management practices. As one indicator, our 1957 budget 
included only four appropriation requests on a cost basis. In the 
1958 budget, this number increased to 46, and we now have under 
consideration another 52 items for possible presentation on a cost 
basis in the 1959 budget. This is illustrative of the progress made 
in systems development over the past several years. However, when 
it is recognized that we have around 400 appropriation items in 
the annual budget, it can be seen that we still have a long way to go. 


REVIEW EXPERIENCE UNDER BULLETIN NO. 57-5 


Our analysis of agency plans of action under this improvement 
program has brought to light many misconceptions and a lack of 
understanding of objectives in certain areas. I thought it might be 
helpful here to point up these problem areas and try to clarify 
the direction of this effort. 


Accrual. Accounting 


One of the most important provisions of Public Law 863 is 
the requirement for development of accrual accounting, including 
the maintenance of suitable property records. Under the law, these 
provisions are to be applied according to the accounting principles 
issued by the General Accounting Office. In accordance with those 
principles, accrual accounting is to be developed by each agency in 
a manner that will most efficiently produce data useful for its 
own management needs and for satisfying external reporting 
requirements. 

The basic purpose of this provision in law was to develop 
accurate data in the accounts on the assets and liabilities of the 
respective agencies and to relate available resources to the costs 
of performance of assigned functions. The degree to which accrual 
accounting is to be applied, therefore, has to be developed on an 
individual basis in each agency. Certainly the administrative 
type agency in which personal service costs account for the major 
portion of available funds does not require the same kind of 
application as an agency that conducts a program involving large 
inventories and other resources which are carried over from year 
to year. 
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In the light of Public Law 863, the minimum application that 
will satisfy current requirements involves the maintenance of 
general ledger accounts for stores and other property, with pro- 
vision for adjustment on the basis of physical inventories, and 
periodic recording in the accounts of accrued liabilities. Such a 
system would probably suffice for management purposes in most 
administrative-type agencies and would provide data required for 
cost-based budgeting and external reporting purposes. 

This provides the base point for development of the accrual 
accounting practice most suitable for each government agency. I 
would like to emphasize strongly that we are not interested in 
developing accounting for accounting’s sake; rather this is an effort 
to develop accounting to the point where it is a useful tool of 
management. The basic problem in each agency is to analyze its 
programs and financial management needs, and thus determine the 
degree to which its accounting system should be developed. Under 
our current improvement program we have encountered many 
different types of application, each of which has its own purposes 
and advantages. 


Cost-based Budgeting 


The next major feature of Public Law 863 is the provision for 
use of cost-based budget procedures. In the development of an 
appropriate accrual accounting system in each agency, care should 
be taken to insure that the data necessary for cost-based budgeting 
will be produced by the resulting accounting system. 

I have previously referred to the cost-based presentations we now 
have in the annual budget. As a matter of emphasis, I would like 
to point out that this presentation in the budget document is only 
the end product of the required system. It is the underlying system 
—the methods the agency uses for management and control of 
operations—that is most important. 

This type of budget presentation and justification should reflect 
an operation in which the costs of performance are the basic 
element for development of requirements and management of 
programs. The agency system should provide for the development 
of financial plans that are based on cost experience (including unit 
costs where appropriate) and bring into focus the various sources 
of funds and the resources available to finance the work. These 
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financial plans should provide the basis for approval of operating 
budgets that establish broad obligation controls and cost targets at 
appropriate points of responsibility. In turn, these operating bud- 
gets should be supplemented by a system of financial reports that 
reflect performance against the approved operating budget in cost 
and other significant terms. 

This latter objective, the development of timely and meaning- 
ful financial and performance reports for use in the budget process 
and by the various levels of management, to me is one of the most 
important elements of this program. I cannot stress too much the 
need for further development in this area. In this connection, I 
might add that our review has identified several examples of the 
development of work-measurement systems that will be useful for 
management and budgetary purposes, and several instances where 
agencies are working on the application of electronic data proc- 
essing systems in the financial management field. These are encour- 
aging illustrations of the kind of modernization and improvement 
action that is being sought under this program. 


Consistent Classifications and Organization Justifications 


The next two features of Public Law 863 should be considered 
together. They involve the development of consistent classifica- 
tions and the preparation of justification data by organization unit. 
These represent an area of improvement that can best be discussed 
in terms of our experience in development of the performance 
budget concept set forth by the first Hoover Commission. 

Adoption of the performance budget you may recall led to 
government-wide use of program activity schedules for presenta- 
tion of budget estimates. When these program activities were estab- 
lished, the accounting classifications had to be adjusted to provide 
related accounting information. Experience in budget justification 
and execution crystallized the additional need for establishing a 
tie-in to the organization structure used by the agency for manage- 
ment and control of operations. The gradual development of use 
of data on cost of performance emphasized all the more the need 
for common classifications for budgeting, accounting, and report- 
ing on execution and control of the budget. 

In agencies in which the primary organization structure follows 
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program lines these requirements present no particular problem. 
Activity classifications can be established for the major organiza- 
tion units and can be expressed in terms that will clearly reflect 
the programs of the agency. The accounting classifications can 
follow organization lines and thus provide the necessary financial 
data for justification and control purposes. 

In the agency that is organized along functional or work process 
lines, the organization is still the primary structure for develop- 
ment of budgetary needs and management and control of opera- 
tions. However, effective budget presentation requires a mean- 
ingful display of the cost of the programs being performed by the 
agency, and this must be supported by financial information drawn 
from the accounts. 

Public Law 863 places primary emphasis on establishing con- 
sistent budget and accounting classifications, thus providing for 
maximum accounting support for budget estimates. At the same 
time, to enable adequate budgetary review of operations, the law 
provides that such classifications should be synchronized with 
the agency organization to the extent possible and that the 
budget should be supported by data on cost of performance by 
organization unit. 

This does not imply that budget activities are to be converted 
to an organization presentation, nor does it mean that each pro- 
gram activity must reflect a single organization unit. Rather the 
objective is to establish budget and accounting classifications that 
will best reflect agency programs and their costs and can be related 
to the agency organization structure in the budget process. Where 
the activities do not reflect organization, supporting data should 
be available to bring out the costs and performance of the agency’s _ 
primary organization units. 

Under the current program, this is the basis for review; budget 
activity classifications are being re-examined to determine the 
adequacy of the program presentation, the accounting support, 
and the relationship of these classifications to agency organization. 
At the same time, we are also giving attention to the agency appro- 
priation structure. This is an important area of possible simplifica- 
tion, and in some cases a revision of appropriations can contribute 
to resolution of the classification problem. 
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Allotment Simplification 


The last major feature of Public Law 863 is directed toward 
simplification of agency allotment systems. The law establishes 
the objective of a minimum number of allotments for financing 
an individual operating unit. Such allotments would, of course, 
have to be consistent with established appropriation limitations, 
Here again is an area of application that is subject to interpreta- 
tion based on agency management and control needs. The objec- 
tive in this case is the elimination of complex allotment and 
suballotment practices that have served to complicate financial 
management in the agencies. 

This simplification process should be accomplished in the devel- 
opment of the accrual accounting system for the agency. Allot- 
ments should be established on a broad basis in accordance with 
assigned program and financial control responsibilities and the 
established appropriation limitations. They should be limited in 
number, with appropriate cost classifications used to provide infor- 
mation necessary for management purposes. 

In cases where program and financial responsibilities are com- 
pletely centralized, a single allotment under an appropriation 
may be sufficient for controlling funds. In other cases, the allot- 
ments might follow major organization lines. Additional allot- 
ments may be required where the program and financial respon- 
sibilities are further decentralized to field locations. In all cases 
the allotments should be supported by cost-based operating budgets 
or financial plans—the use of which can be helpful in maintaining 
the allotment at a high level of agency operations. 

The most efficient practice in each agency depends upon a 
determination of the agency’s method of controlling programs 
and their financing and upon the related fund control require- 
ments. Our review of agency plans has centered on this approach 
in the interests of developing broad fund controls and providing 
for program management in terms of costs. 


Financial Organization 

In the legislative consideration that preceded enactment of 
Public Law 863, there was a good deal of congressional interest in 
including provisions relating to the financial organization of exec- 
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utive agencies. These provisions were eliminated on the basis of 
testimony concerning executive branch plans for implementing 
the remaining budget and accounting recommendations of the 
Hoover Commission. 

The improvement program under Bulletin No. 57-5 is therefore 
being used for inquiring into the existing agency organization 
facilities for co-ordination of the budget and accounting functions. 
The Hoover Commission recommended the use of a comptroller 
organization to insure appropriate co-ordination in this field. 
While the objective of this proposal was acceptable, the executive 
branch position was that a set pattern of organization for this pur- 
pose would not be applicable in all agencies. 

This is the basis for our review under this program. It is con- 
centrated on determining the degree of co-ordination that pre- 
vails in the budget and accounting operations of the agency and 
the capabilities of the existing organization facilities for bringing 


about the complete co-ordination required. 


Internal Audit 

Another area of interest to the Congress was the extent of appli- 
cation of the internal audit concept in the federal government 
and the degree to which existing internal audit operations meet 
the requirements of internal control. In view of the continuing 
development of decentralized management and control responsi- 
bilities, this is an increasingly important area in the financial 
management field. Agencies that have established internal audit 
facilities have encountered many problems in terms of staffing, 
scope of the work, and relations with other operations review 
facilities. 

The need for internal audit varies with the manner in which, 
the individual agency conducts and controls its operations. In a 
decentralized operation particularly, there is need for this type 
of internal control. Where responsibilities are delegated, top man- 
agement in the agency must have some organized means of periodi- 
cally evaluating performance under these responsibilities. The 
scope of such an evaluation operation, however, must be developed 
in recognition of the capabilities of available staff and must be 
appropriately co-ordinated with any other management review 
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facilities in the agency. Our current improvement program is being 
used for the purpose of evaluating the adequacy of agency practices 
in this field and for determining any corrective action that is 
needed. 


ACCRUED EXPENDITURE APPROPRIATIONS 


As I have mentioned earlier, we in the Bureau of the Budget 
are interested in appropriate implementation of all of the Hoover 
Commission budget and accounting recommendations. This 
includes the one that has not yet received congressional approval— 
the recommendation for use of accrued expenditure appropriations, 

As far as the Bureau of the Budget is concerned, we have sup- 
ported the accrued expenditure appropriation bills in ‘the last two 
sessions of the Congress. We believe that the enactment of legisla- 
tion for this purpose would bring about further improvements in 
financial management in government. As we see it, this change in 
the appropriation procedure would focus attention on the cost 
of the work planned for the budget year. It would require agency 
plans showing past performance and future requirements and 
would subject such plans to annual review and action by the exec- 
utive branch and the Congress. This would enable improved con- 
trol over the scope of agency programs and would provide a better 
means for controlling the budget surplus or deficit. 


CONCLUSION 


By means of this program under Bulletin No. 57-5, the execu- 
tive branch now has an organized approach to the improvement of 
financial management. Each agency has a definite plan of action 
and a time schedule for developing the necessary improvements. 
The three central agencies under the Joint Accounting Program 
will provide assistance in carrying out this work to the extent of 
their available resources, and the Bureau of the Budget will follow 
up with each agency to insure continued progress toward the 
established goals. With the initiative displayed by the executive 
agencies, I am hopeful that progress will continue at a rapid pace. 

In carrying out this work, agency staff should recognize that the 
closest co-operation of accounting, budget, and management staffs 
is necessary to obtain the full benefits of these improvements. 
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The installation of a cost-based budget and accounting system, for 
example, will be of little value unless it is developed jointly with 
agency management officials and suitable reporting procedures 
are installed to enable effective use of the resulting data for devel- 
opment of budget requirements and in the conduct of day-to-day 
operations. 

To reach this goal, it is incumbent upon those in the agencies 
that are concerned with accounting, budgeting, and management 
of operations to join together in a concentrated effort to develop 
effective systems of financial management. The immediate need is 
for everyone concerned to apply initiative and energy to the job. 
Approached in this spirit, we can look forward to the early devel- 
opment and use of a modernized financial management system 
for the government as a whole. 


ACCRUED EXPENDITURE BASIS 


“Legislation now pending before Congress to place Government 
appropriation requests on an accrued expenditure basis should be 
enacted, in accofdance with the recommendations of the Hoover 
Commission. This is a businesslike approach and it is hoped that 
the opposition that developed in the past will be withdrawn as a 
result of further study and modifications in the way the procedure 
is to be applied. Likewise, efforts to achieve economy in Govern- 
ment would be greatly helped by legislation authorizing an item 
veto. This legislation would change the present situation under 
which every appropriation bill must be approved or disapproved 
as a whole, regardless of the merits or demerits of its individual 
items.”—From Budget Message of the President, 1959 Budget, 
January 13, 1958, p. M55. 
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Wilfred F. McNeil 


Financial Management in the 


Department of Defense 


The Department of Defense uses accounting not only as a means of 
reporting historical information, but also to assist in forward planning 
and control. Financial management organizations have been established 
for every level of the defense organization, from headquarters to field 
installations. The Defense Department operates on the basis of a cen- 
tralized management establishing the programs, the budget and enforc- 
ing other limitations on the actions of the operating units. 

Mr. McNeil is Assistant Secretary of Defense (Comptroller). 


THE basic charter governing improvements in financial man- 
agement in the Department of Defense is Title IV of the National 
Security Act Amendments of 1949. There is no inconsistency 
between this very comprehensive legislative authority and other 
more recent general legislation affecting the government as a 
whole, such as the Budget and Accounting Procedures Act of 1950 
and the supplemental additions thereto in Public Law 863. The 
basic importance of Title IV in the Department of Defense was 
recognized by the Congress in enacting Public Law 863. 
Accounting is not an independent and separate field—it exists 
not for its own sake, but as an aid to management. It must be 
based upon and follow the more basic methods of financial man- 
agement, especially—in government—budgeting. Good financial 
management is predicated upon forward planning and control. 
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Accounting serves to provide after-the-fact or historical informa- 
tion on performance in relation to plans. Of course, this includes 
much necessary financial data for use in subsequent forward 
planning, frequently called “feed-back” data. Hence, budgeting 
and funding precede accounting, but these areas all must be 
co-ordinated. The title of this symposium, Federal Accounting and 
Budgeting—A New Look, shows an awareness of these truths. 

Title IV of the National Security Act dealt with all of these 
matters. More specifically it covered: (1) comptroller, or financial 
management, organization and functions; (2) bases for prepara- 
tion and presentation of budgets; (3) budgetary control; (4) bases 
for budgetary and fund accounting; (5) financial accounting for 
property; (6) use of revolving funds for financing and management 
of inventories of materiel and operations of industrial- and com- 
mercial-type activities. 


FINANCIAL MANAGEMENT ORGANIZATION 
AND FUNCTIONS 


Financial management organizations have now been extended in 
the military departments to every level from headquarters down to 
major field installations. These organizations are all under the 
supervision of assistant secretaries responsible exclusively for finan- 
cial management in the Office of Secretary of Defense and each 
military department. 

Financial management functions have been integrated in each 
military department, under the direction of the Secretary of 
Defense, to include uniformly budgeting and budgetary control, 
accounting, progress reports and statistics, disbursing, contract 
financing, and internal auditing (including contract auditing). 

The usefulness of financial management as a part of over-all 
management has become more and more recognized at every level. 
Budgeting and budgetary control have become an indispensable 
part of total management. At no time has this been more important 
than at the present, when we must keep within expenditure limi- 
tations directed by the President in order to avoid exceeding debt 
ceilings established by the Congress. The current problems of 
maintaining strong military forces in the face of increased costs 
of materiel, personal services, and other operating elements has 
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emphasized the need for a mechanism that accomplishes the proper 
allocation of available resources to each part of the program. This 
means using the dollar as a common denominator of effort to 
assist in determining program priorities and using the budget and 
the funding process to channel effort to those functions or material 
areas that management has determined to be most urgent and 
necessary. 


BASES FOR PREPARATION AND PRESENTATION 
OF BUDGETS 


Title IV requires budget estimates to be prepared and presented 
by the Department of Defense, to the extent practicable, in terms 
of the cost of performance of programs and activities. Operating 
and capital programs are to be segregated. So far as feasible, the 
classifications of primary programs and functions are required to 
parallel the organization and management structure of the respec- 
tive military departments. 

Public Law 863 contains almost identical requirements for cost- 
based budgets and budget-account structures. 

Title IV and Public Law 863, in our opinion, contemplated no 
change in the long-existing requirements to budget in terms of 
obligations and expenditures to be incurred (in addition to costs), 
not merely at the appropriation level, but also for appropriation 
subclassifications, to the extent required for purposes of internal 
agency management and to meet the needs of the Congress. We do 
not share the oversimplified views of some who believe obligations 
and expenditures should be budgeted, funded, and accounted for 
only at the appropriation level. This is particularly important in 
the Department of Defense, where the Congress has covered 
numerous primary functions and materiel categories under a rela- 
tively few appropriation heads in order to provide the Secretary 
of Defense with a reasonable degree of flexibility in meeting 
changing conditions. 

Title IV contemplated that appropriations would be made in 
terms of obligations estimated to be incurred for the full costs of 
logical groupings of functional programs and activities. We believe 
the same intent exists in Public Law 863. There are those who 
believe that a given appropriation does not necessarily have to 
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agree with the total costs of identifiable related programs—that 
it is sufficient merely to show subtractions from total costs for 
amounts covered by other appropriations. In an agency with a few 
simple programs and functions, such a procedure might be made 
to work. In Defense, with a large number of complex programs 
and functions under each appropriation, it would be an intolerable 
budget monstrosity. Budget analysis and fund administration would 
be greatly complicated. The often-heard charge that the federal 
budget is not intended to be meaningful to the Congress or to the 
public would be fully justified. I am sure the Appropriations Com- 
mittees would find such a practice equally frustrating in making 
budget markups and in determining amounts to be appropriated. 

With respect to appropriations covering capital expenditures, 
we believe that budget estimates and obligational authority pro- 
vided by appropriations must cover the full cost of the items 
to be commenced during the budget year. In the case of construc- 
tion, the full costs of projects to be started should be covered, and 
in the case of procurement of capital items of materiel, the full 
cost of items upon which procurement action is to be commenced. 
Such obligation authority will necessarily include amounts to cover 
contracts for shorter lead-time components required to complete 
the capital item and which are to be let subsequent to the budget 
year. Obligational authority should not be limited to estimates of 
partial costs under contracts that may be let during the budget 
year. Such partial costs cannot accurately be estimated. But even 
more important is the need to control, through the budget, appro- 
priation, and funding process, the full cost of the programs on an 
end-item basis in the budget year in which they are commenced. 
Partial financing leads to the same evils as installment buying— 
programs are deceptively simple to start but difficult to finish. The 
reviewing and approving authorities are not confronted with the 
full costs of proposed programs and inevitably approve more pro- 
gram than they are subsequently willing to pay for. The Defense 
Department has had some very expensive experience in this matter. 

Briefly our progress to date in budget preparation and presenta- 
tion is as follows: 

1. The appropriation account structures have been reduced in 
number, and appropriations are being realigned to correspond 
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to logical groupings of programs, with separate appropriations for 
operating and capital programs. 

2. Budget program and activity accounts have been developed 
(although some further refinements are necessary) for all appro- 
priations except for the area of operations and maintenance. And 
in that area, a basic pattern of operations and maintenance 
accounts has been established for one military department. 

3. The general principle of total costing and full funding of 
capital programs has been established. Budgets, on a full-cost basis, 
are employed for these programs, and appropriations are being 
made upon that basis. 

4. The military personnel appropriations are presented, also, in 
effect, on a cost basis. 

5. Budgets for operation and maintenance appropriations have 
been brought more closely to a cost basis, although much remains 
to be done. While cost accounting systems are being developed by 
the military departments, progress in synchronizing these costs 
with budgets and funds is less than satisfactory in some areas. 

6. In the synchronization of cost-based budgets and accounts with 
funding, the installation of working capital funds has played an 
important role. 

a. The use of stock funds to finance inventories of centrally 
procured consumable-type materiel, with sales at cost to consuming 
activities financed by appropriations, has been especially signifi- 
cant. As a matter of interest such inventories have a value of about 
$10 billion. This greatly simplifies the process of financing procure- 
ment and controlling inventories by the separate central “mer- 
chandising managers” and at the same time provides simplified 
budgeting and costing of materiel consumed by all using activities. 

b. The use of industrial funds to finance production of 
materiel and services, with sales at cost to ordering activities, in 
the same manner as they buy from outside contractors, has been of 
similar value in permitting departmental budgets and accounts 
to be based upon costs of the end-products and services rather than 
upon the piecemeal costs of materials, labor, and overhead. 

7. The use of reimbursable transactions is also being extended 
as a means to transfer costs of materiel, work, and services furnished 
by one appropriation-financed activity to another which is respon- 
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sible for the procurement or use of such materiel or services. This 
type of transaction greatly facilitates cross-servicing among Defense 
Department activities, a subject of lasting concern to all those 
interested in achieving greater economy through the more efficient 
utilization of Defense Department facilities. 

8. In synchronizing cost budgets and funding, the House Appro- 
priations Committee has requested us to prepare plans to include 
the costs of military personnel in the costs of administrative and 
support-type programs. Military personnel in combat forces are 
excluded since such costs are not controllable by the operating 
activities. The military personnel appropriations would be 
retained and used as a channel for funneling military personnel 
costs to the administrative and support-type activities by appropria- 
tion reimbursements. 

Before I leave the subject of budget preparation, I would like to 
make one point about the determination of requirements upon 
which the budget is based. Many people—even those associated 
with the Defense program for a long period of time—come to think 
of military requirements as finite quantities to be determined on 
the basis of some precise mathematical formula. This is a miscon- 
ception. Virtually aH military requirements stem from decisions 
on major force levels and their degree of readiness. ‘The determi- 
nation of the forces required for national security and their level 
of readiness at any particular time is a complicated and by no 
means a precise process. As you may have observed over the years, 
there is a great deal of room for honest differences in judgment 
among equally competent persons. 

Let me cite one specific type of influence affecting military 
requirements, drawn from the history of World War II, as related 
to me by Lord Ismay (Chief of Staff to Winston Churchill) some’ 
five or six years ago. I was at that time visiting Europe and look- 
ing into our ammunition requirements for NATO. During a 
conference in Lord Ismay’s office at the Palais de Chaillot he told 
the following story: 

Mr. Churchill, during the war, had selected a senior officer from each 
of the Services to plan the capture of the Andaman Islands. These 
officers were selected for—among other things—their brilliant record 
in actual combat. The plan submitted to Lord Ismay called for suffi- 
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cient forces to give a twenty to one superiority on any possible con- 
tingency. Lord Ismay showed it to Mr. Churchill who looked at it 
ruefully and said: “How is it that when you take a brave soldier, a 
gallant sailor, and an intrepid airman and sit them down to make a 
plan, all you get out of it is the sum total of their collective fears?” 


BUDGETARY CONTROL 


Budgetary control, or budget execution, is that part of financial 
administration concerned with the control and use of funds after 
appropriation by the Congress. 

Title IV requires funds to be administered in a manner con- 


sistent with budgets prepared and presented to the Congress. The © 
Anti-Deficiency Act (Sec. 3679) and related regulations, of course, | 


require each executive agency to use an administrative system of 
subdivision of funds, including the establishment of limitations on 


obligations and expenditures, which may not be exceeded without _ 


violating the law. 


As is well known, the Bureau of the Budget exercises control 


through the apportionment process over the total amounts and 
rates of obligation of each appropiation. Sometimes it sets program 
limitations within an appropriation limitation, if required by 
separate Congressional limitations, or if, in its opinion, additional 
limitations are desirable. These subordinate limitations must be 
observed through administrative subdivision of funds, or similar 
limitations, down to the level of operating units. 

Title IV of the National Security Act also requires the Secretary 
of Defense to approve the amounts and rates of obligation of 
appropriations within the amounts apportioned by the Bureau of 
the Budget. 

Within the Department of Defense, the Secretary of Defense 
is responsible by law for prescribing the administrative system of 
fund control. 

Public Law 863 is consistent with these requirements for budget- 
ary control, but states specifically: (a) administrative subdivisions 
of funds shall be made in accordance with cost-based budgets; and 
(b) administrative subdivisions of funds shall be held to a min- 
imum, with the objective of financing each operating unit from not 
more than one administrative subdivision of each appropriation 
affecting such unit. We subscribe to this principle. Indeed we 
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initiated action to achieve this result more than ten years ago. The _ 
real question is what is an operating unit? 

Operating budgets are, of course, the basis for budgetary control 
through the method of funding, including limitations on obliga- 
tions and expenditures. These budgets are and will continue to 


_ be based upon obligations; since cost-based budgets are required to 
_ be developed for use in support of appropriation requests, operat- 


ing budgets will also be based upon cost. 
Operating budgets are the means by which an installation com- 
mander voices his financial needs, as well as his estimated costs, to 


| an operating agency—a command, technical service, or bureau. 


_ And in turn, an operating budget serves the same need of an 
| operating agency in its relation to its military departmental head- 


quarters—and so on up the chain with respect to the relation of the 
military department to the Secretary of Defense. 

Budgetary authorizations through the funding process are not 
a matter of rubber-stamp approvals. Budget limitations are severe. 
Hence, through budget limitations we really make effective a 
system of centralized management. In different appropriation areas 
there is a different degree of control at higher levels. For example, 
in the areas of capital‘expenditures, operating budgets are in terms 
of the cost of major items to be procured or projects for construc- 
tion, but in the operations and maintenance area, operating budg- 
ets are summarized by primary programs and subsidiary functions. 
Obligation limitations are established by the Secretary of Defense 
for each appropriation and generally by budget program within 
the appropriation. In some cases, for example, fuel for operation 
of aircraft and ships, the level of operations may be prescribed and 


_ supported through specific fund allocations. 


In the military departments, it is the general rule to establish ° 
centrally all procurement and production and construction pro- 
grams. Operating agencies establish the programs, the budget, and 
other program limitations for their field installations. Hence, we 
have system of centralized management. The responsibility of 
operating units is limited to execution of programs they are 
directed to perform within the limitations prescribed. This is quite 
different from the oft-repeated statement that management is 
really decentralized to the operating units. 
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This year, in addition to obligation limitations, expenditure 
limitations for each six-month period of the current fiscal year 
have been established by the Secretary of Defense for each military 
department. We hope this drastic action will only be temporary, 
because if the placement of obligations is adequately scheduled 
and controlled, the incidence of expenditures is automatically con- 
trolled within reasonable limits. 

It has been found necessary, in order to give validity to operating 
budgets and fund limitations on obligations in the area of procure- 
ment and production, for the Secretary of Defense to establish the 
policy that, as a general rule, no procurement action may be 
initiated unless there are adequate funds available to cover the 
estimated cost of completion of the end-item, including com- 
ponents to be procured. A similar policy exists with respect to 
commencement of individual construction projects. These actions 
are consistent with the full-funding principle in obtaining appro- 
priation authority for total costs to completion of such items and 
projects. 

The House Appropriations Committee has stated emphatically 
that it expects Defense agencies to conform, within reasonable 
limits, to the amounts budgeted for obligation by individual pro- 
grams, and in some cases, below that level by activities, projects, 
and so on. A system of timely reprogramming, and communication 
with the Committee on program changes, has been established. But 
it is essential that the revised budgets be controlled in similar detail 
to assure close conformance in operation. Control means limita- 
tions, although not necessarily to the nth degree. 

Here, let me say that the Department of Defense has been a 
leader in the reduction of the number of allotments and obligation 
limitations to operating installations and activities. Not so long ago 
the funding practices of the military departments were horrible 
examples of multiplicity of allotments. Reductions have been 
brought about as a result of simplification of appropriation and 
budget account structures and by applying the general principle 
of funding along command and management lines. The policing of 
violations of the Anti-Deficiency Act brought into the open the 
difficulties in living within excessively detailed fund limitations. 
This has been potent in creating awareness of the problem and 
expediting necessary action. 
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But, in Defense, there are certain organizational conditions that 
will always preclude the use of one allotment to a field installation 
or single geographical location. At many locations, we have a 
complex of separate operating units engaged in different missions. 
Sometimes such separate operating units have a primary responsi- 
bility to different commands. It must be remembered that many 
activities are located where they are merely because we happened 
to have vacant buildings or land at that particular geographical 
location. 

In connection with the reduction of allotments at installation 
level, let us consider a special problem on which we are now 
working, namely, the use of a reimbursable method to finance the 
cost of materiel or services furnished other activities. This would 
be in lieu of suballotments or “citation of funds” from one to the 
other, a most prolific cause of excessive allotments in Defense 
agencies—and one cause which has not been generally recognized. 

Economical and effective operation, with avoidance of many 
duplicate and overlapping facilities and functions, requires cross- 
servicing by one agency or activity to others. We have the choice of 
financing these transactions initially under the funds of the respec- 
tive performing activities, with billing for total costs to, and reim- 
bursement by, the ordering activities at time of delivery. This is 
much the simplest method. However, this simpler method actually 
has been discouraged by the requirement to obtain reapportion- 
ment of reimbursements (except in the area of our industrial work- 
ing capital funds), together with the requirement for funding 
adjustments to each performing activity before they could recoup 
reimbursements. In the past these difficulties have been an incen- 
tive to use an excessive number of suballotments and citations of 


funds; and they have discouraged cross-servicing, with loss of ° 


possible operating economies. 

We are now developing a method of automatic funding of 
teimbursements for work or services to performing activities 
financed by appropriations in order to correct this situation. 


BASES FOR BUDGETARY AND FUND ACCOUNTING 


The primary functions of accounting for appropriated funds 
are to provide: (1) current data with respect to the sources and 
remaining balances of funds available for obligation and expendi- 
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ture; (2) data with respect to obligations and expenditures, in rela- 
tion to budgets; and (3) data with respect to costs in terms of 
operating expenses and costs of acquisition of property, particularly 
in relation to budgets covering the respective appropriations. 

Section 1311 of the Supplemental Appropriation Act of 1955, 
a most valuable piece of legislation, defined obligations and 
required special reports on available balances and unpaid obliga- 
tions. Unobligated balances of each appropriation were required to 
be reconciled with unexpended balances shown on the Treasury's 
books. This requirement means that each appropriation must be 
accounted for as a separate expendable fund—likewise each appro- 
priation subdivision down to and including allotments to operating 
units. 

Fund resources, unpaid obligations, and unobligated balances 
must be accounted for in a separate balance sheet, for each appro- 
priation and subdivision as separate financial entities. Appropriated 
fund resources include all resources except property. This means 
that general ledger accounts must be arranged in separately balanced 
groups for: (a) each appropriation and subdivision, and (b) for the 
property resources and property investment related to each of such 
funds. 

The Department of Defense emphasizes the development of all 
accounting within this fund framework—cost or accrual account- 
ing, as well as obligation and expenditure accounting. If this is 
done properly, no separate system of accrual accounting or cost 
accounting is required as distinct from the system of accounting for 
appropriated funds. While considerable progress has been made 
toward meeting this objective, much remains to be accomplished. 
Prior emphasis has been placed on fund and obligation accounting, 
because of the greater immediate internal management needs in 
budgeting and budgetary control, as well as Congressional needs, 
but we expect soon to establish specific goals for accomplishment 
with respect to the other aspects of integrated cost and property 
accounting. 

Public Law 863 emphasizes the need to establish accounting in 
terms of costs, through the use of accrual methods of accounting. 
Such accrual methods should be consistent with cost-based budgets 
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and requirements for accounting for appropriations as separate 
fund entities, in order to contribute to financial management. 

In applying accrual methods of accounting for costs under such 
requirements, normal commercial methods of accounting should 
not be employed; rather modification of commercial methods long 
established in governmental accounting should be employed. 

For example, there is no need to match costs with revenues to 
determine profits by fiscal period. The primary needs are to deter- 
mine, for each fiscal period, expenses of operation and maintenance 
by budget programs and activities, and cost of acquisition or con- 
struction accrued and completed. And, if the budget accounts are 
properly established, the cost accounts would be so designed to 
support each budget account. There is a need for property account- 
ing integrated with fund accounting, including costing of materiel 
received and materiel consumed in operations, production, and 
construction. There is no need for meticulous amortization to 
future periods of prepaid costs of services received which benefit 
them; they should be expensed generally as the expenditures are 
incurred. Likewise there is no general need in government for 
periodic accounting for depreciation on the cost of fixed assets 
acquired, as an elemeht of operating expenses. Financial manage- 
ment is concerned primarily with the cost of acquisition of fixed 
assets. Their distribution for use is controlled by nonbudgetary 
means. 

Here, I would like to observe that whenever depreciation is a 
cost factor in making such decisions as make-or-buy, or replacement 
of obsolete facilities or equipment, cost computations can be made 
on a statistical basis. These are one-time studies on a highly selec- 
tive basis. Comprehensive, continuous, monthly depreciation 
accounting on all fixed assets is not required. Cost accounting 
should not be designed so elaborately as to meet a theoretical objec- 
tive of providing every conceivable kind of specialized cost data 
infrequently required. We have to fight this mistaken view con- 
tinuously, and the difficulties exist as much with people having a 
management interest as with accountants. 

In the past, there has been much experimentation in the military 
departments with cost accounting for programs and functions. 
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Many of these efforts have served no useful financial management 
purpose, because costs have not been classified parallel to budgets 
and appropriated funds. There is now general recognition that 
costs must be related to budgets and funds in adequate detail— 
that reconciliations of total costs and funded costs must be carried 
to the lowest level of concern in budgeting and budget administra- 
tion. In our opinion also, total costs should be limited at every level 
to those controllable at that level, and such costs should be funded 
in full at the appropriate levels of management. 

A major question has been at what level of account classification 
should we account for obligations incurred. Our view on this sub- 
ject is that obligation data, as well as costs, are required at the 
level of all summary budget account classifications—programs and 
activities, materiel categories, construction programs by installa- 
tion, and so on. Costs only are generally adequate below those 
levels. 

In the case of procurement programs, costs of acquisition are 
significant in terms of completed cost of end-items received from 
vendors. This is somewhat complex in Defense, inasmuch as many 
major end-items are broken down into components for procure- 
ment, and many major contracts involve progress payments. This 
requires adequate accounting for inventories of components and 
unliquidated progress payments, related to accrued expenditures 
and providing a basis for assembly of costs of end-items. 

Progress in procurement programs in relation to total costs 
should be measured for management purposes at the several stages 
of procurement action, namely: (1) programs specifically approved, 
which may be expressed in terms of funds allocated or allotted; 
(2) contracts actually directed for execution, which we call com- 
mitments; (3) obligations incurred; (4) expenditures, either cash 
or accrued; (5) cost of materiel received, in terms of components; 
(6) cost of end-items completed or delivered. 

In some of our programs there is an interval of three or four 
years between the first and last of these actions. Therefore, while 
ultimate achievement is measured in terms of cost of deliveries 
of end-items in relation to estimated costs, these data are quite 
inadequate, alone, as a measure of prior financial performance. 


TI 
ing f 
worl 
asho 
ment 

TI 
capit 
fund 

Ac 
well 
acqu 
char; 
capit 
acco’ 

T 
man 
bene 
of m 

Fi 
How 
and 

A 

| exte 
Titl 
we 
type 
T 
and 
too 
T 
the 
act. 
A 
my 


FINANCIAL MANAGEMENT OF DEFENSE 51 
FINANCIAL ACCOUNTING FOR PROPERTY 


The Army and Air Force have now established financial account- 
ing for inventories of all materiel, to the extent appropriate, on a 
world-wide basis. This is a monumental task to be accomplished in 
ashort period. The Navy had such accounting prior to the require- 
ment of Title IV. 

The military departments have made substantial progress in 
capitalizing all inventories of consumable materiel under stock 
funds, which is the ultimate objective. 

Accounting for all inventories of materiel under stock funds is 
well integrated with fund accounting in terms of expenditures for 
acquisition as well as for the cost of materiel consumed and 
charged to appropriations. Similarly accounting for the cost of 
capital-type materiel acquired will have to be integrated with 
accounting for appropriation expenditures for acquisition. 

The results of these procedures, from the standpoint of supply 
management as well as financial management, have been of great 
benefit in the determination of materiel requirements, distribution 
of materiel, and disposal of excesses. 

Financial accounting for real property is now well established. 
However, progress in installing financial accounting for other plant 
and installed equipment is incomplete. 


WORKING CAPITAL FUNDS 


As previously mentioned, the Department of Defense has made 
extensive use of revolving or working capital funds, authorized by 
Title IV, for financing inventories of consumable materiel (which 
we call stock funds) and operations of industrial- and commercial- 
type activities (which we call industrial funds). 

The designated inventory management agencies and industrial- ° 
and commercial-type activities so financed, sell products or services 
to other consumer or procurement activities on a contractual basis. 

The use of these funds is not affected by Public Law 863. Indeed, 
the existence of these funds vitally assists implementation of that 
act. 

As some of you know, the use of working capital funds is one of 
my favorite subjects. If time permitted, I would have liked to 
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discuss them in much greater detail especially from the standpoint 
of their management benefits. 


ACCRUED EXPENDITURE BASIS FOR APPROPRIATIONS 


Before closing, I would like to restate in summary fashion our 
views on current proposed legislation to change the basis of appro- 
priations from obligations to accrued expenditures. 

As many of you know, thinking on this subject in the Depart- 
ment of Defense goes back ten years. Because of the great impact 
of such a possible change, we prepared a comprehensive paper on 
the subject in 1953, setting forth the problems and pitfalls, and 
indicating, in general outline, proposed procedures which could be 
applied if the method were to be adopted. That paper, we believe, 
is still the only comprehensive treatment of the subject. 

While we have long believed that there has been too much 
reliance on obligations as a basis for financial planning and con- 
trol, without adequate consideration of costs incurred, we do not 
think that going to the other extreme, i.e., disregarding obligations 
and emphasizing only expenditures, is the solution of the federal 
government’s financial management problem. Our position is 
simply this—that the principle of obligational authority for the 
full cost of programs and functions should be retained, notwith- 
standing the proposed adoption of the accrued expenditure basis 
for appropriations or, if Congress chose, the utilization of 
expenditure limitations. 

The proposed bill was, in fact, later amended to provide specif- 
ically for contract authority, in addition to obligational authority 
in the form of appropriations for accrued expenditures. This 
amendment recognized the need for providing obligational author- 
ity but does not solve the entire problem. The way the bill now 
stands, it would call for two different kinds of obligational author- 
ity for each long lead-time program—one covering the portion that 
is financed by an appropriation for expenditure, the other cover- 
ing the portion that is unfinanced, being supported only by 
separate contract authorization. We know from past experience 
that such a dual system of obligational authority is unworkable 
in practice. Individual contracts, as a practical matter, cannot be 
split between two different accounts representing two different 
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kinds of obligational authority. This difficulty might be avoided 
simply by providing obligational authority for the full cost of a 
program, with separate expenditure authority, to liquidate cumu- 
lative obligations incurred under both the current and prior 
years’ obligational authority. 

To sum it up, our objection to the accrued expenditure basis 

for appropriations as originally proposed was not against the 
principle, but the method of carrying it out. We believed that the 
advantages of the old system should be retained while seeking to 
gain the promised benefits of more direct expenditure controls. 
The views of the Department of Defense were presented to the 
President and his staff by Secretary Wilson. After due consideration 
we received a letter from the President stating his desire that the 
accrued expenditure basis for appropriations be supported. 
Included in this letter, however, was the following significant 
statement: 
Under the legislation proposed, the timing and method of establishing 
this system are at the discretion of the President, and I would, of course, 
expect a budget system based on annual accrued expenditures to be 
developed and applied to the Department of Defense in a manner 
consistent with the effective operations of the Department. 


This, essentially, has been the position of the Department of 
Defense throughout the current discussions on the accrued 
expenditure basis for appropriations. 
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Richard 7. McConnell 


Budgetary and Accounting 
Controls, City of Philadelphia 


In 1952 Philadelphia placed its operating budget and capital budget 
on a sound fiscal basis backed up by “businesslike” accounting pro- 
cedures. The actions taken by Philadelphia are worthy of review by 
every governmental accountant (or citizen of a city), for they show what 
can be accomplished to improve the budgetary and accounting systems 
and procedures of a governmental body. 

Mr. McConnell is Director of Finance, City of Philadelphia. 


BUDGET development began at the municipal level, and _pro- 
gressed to the national level. By 1925, most American cities had 
gone through a process of municipal financial improvement and 
had established some form of budget system. Improved account- 
ing techniques came along at the same time. Such improvement 
was accelerated by the loss of sizeable revenue from liquor taxes 
as a result of the 18th Amendment. Improvement also came 
through increasing demands for better streets and schools. Real 
pressure came from leaders of the business community for “more 
business in government.” Most people by that time realized that 
a realistic budget system and effective accounting controls were 
major tools for instilling responsibility in government—no matter 
at what level. 

Today, municipalities once again are keeping pace with the 
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times and improved budget, accounting, and fiscal practices are 
being instituted and adopted in local jurisdictions throughout 
the land. The compelling influence in improved local finance 
operations is the fact that municipal government is truly big busi- 
ness and will inevitably grow bigger. A strong and representative 
national organization of fiscal officers, the Municipal Finance 
Officers Association of the United States and Canada, is playing a 
major role in bringing together and disseminating sound budget, 
accounting, and fiscal management practices, as well as serving 
as a Clearing house for new developments and techniques in these 
fields. 

A brief backward glance to twenty years ago will show the steady 
growth in municipal government. The Tax Foundation tells us 
that in 1936 local governments collected $4.1 billion in taxes, in 
1946, $5.1 billion and for 1956, $13 billion. This is a most signifi- 
cant increase. 

Why has local government grown, and why will it continue to 
expand? There is a clear and simple answer. All of us recognize 
the familiar landmarks, some dating back at least ten years— 
increased population, demands for more and better services, press- 
ing problems of urban renewal and redevelopment, more and 
better highways, mass transit improvements, the problems of 
metropolitan areas with artificial boundaries, and need for 
expanded health, welfare, education, and recreation facilities. Add 
to these the federal government’s increasing tax take, the effect of 
the tight money market on municipal securities, and the financial 
inability of the local communities to meet these unprecedented 
demands for local services, and you will begin to realize that the 
road ahead for municipalities is a dark and rough one. Good 
accounting and budgeting systems are merely foundations for the’ 
structures needed to provide essential government services. 

What is ahead for many of the larger municipalities? Take 
housing with all its broad implications. One expert estimates that 
the “‘bursting” of our larger cities has only begun. At this point, 
these larger cities can only provide housing for about 17 million 
of an estimated 55 million population growth in the next twenty 
years. Think what this means! Two-thirds of the increased popula- 
tion will live outside today’s larger cities, but will make insistent 
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transit, highway, recreational, and work demands on them, causing 
many additional financial headaches. 

Now, let us take a quick look at the constricting effect on 
municipal finance caused by the ever-larger bite the federal govern- 
ment is taking out of the total tax dollar. Again we go back twenty 
years. In 1936, 36 per cent of all tax dollars went into the federal 
treasury. In 1956, the take was 72 per cent. In terms of dollars, 
this jump appears more startling—from $3.8 billion in 1936 to 
$72.2 billion in 1956! From the municipal viewpoint, the impor- 
tant fact is that local government received close to 40 per cent of 
all tax dollars in 1936, but only 13 per cent twenty years later. To 
put it another way, the federal government’s share of total taxes 
collected in this country in twenty years practically doubled, while 
local government's went down 662% per cent. These facts point 
to at least one important conclusion—municipal government, 
faced with ever-increasing demands from an expanding economy, 
finds itself in an apparent dilemma. On the one hand, there is a 
shrinking tax potential caused mainly by federal tax expansion 
and, on the other, a clear obligation to satisfy the legitimate 
improvement needs of its citizens. Federal taxation is limiting the 
field in which all government, large and small, must look for 
revenues, and I am quite confident that there is a limit to how 
wide this tax area can go. 

Because municipalities have been unable financially to keep 
abreast of the times, all of them have had to take a long hard 
look ahead. For the most part, these were the areas where they 
decided improvement had to come: 

1. New local legislation. Antiquated or obsolete operating codes 
or charters prevented adoption of modern streamlined methods of 
conducting public affairs. In other words, basic laws governing 
municipal operations, quite adequate in years past, now prove 
to be unduly restrictive. 

2. Sound fiscal policies. A determination of the communities’ 
ability to pay together with long-range financial planning and con- 
trol, the keystone of successful government, are unattainable 
without the solid foundation of sound fiscal policies. These consti- 
tute such items as realistic debt management, maintaining a 
borrowing power reserve, balanced operating budgets, provision 
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for adequate reserves, long-range planning both in operating and 
capital improvement programs, and others. 

3. Modern budget and accounting systems. These are mighty 
important tools in any smooth-running municipality. They com- 
prehend carefully planned programs and effective measurement 
of the progress made in carrying them out. 

4. Establishing meaningful dollar ceilings for programs. A price 
tag must be placed on the whole planned program which can be 
financed by the taxpayer not only on a current basis but also in 
the future. Fiscal policy should determine how much can be spent 
for services and how much of current and projected revenues is 
needed for sound debt management. Administrative and legisla- 
tive policy should determine how the available resources for serv- 
ices should be apportioned. The prudent municipal official places 
a top dollar on each program he plans. He wants to avoid deficits 
because no over-all program can long operate successfully on 
deficit financing. A price tag fixed last year may obtain the city 
only two garbage trucks this year instead of the three pianned. 
We all recognize the value of leveling off a program instead of 
upping an established ceiling. 

Effective budgeting and accounting are truly essential in accom- 
plishing a program which will give the taxpayers what they need 
within a reasonable time and at the lowest possible cost. The use 
of these effective management tools has proved of value in Phila- 
delphia, and I am sure our experience with them is likewise shared 
in many other municipalities. 


THE PHILADELPHIA STORY 


Back in the early 1940's, a really new spirit began to develop in 
Philadelphia which has been referred to as “a growing conscious- 
ness of municipal inadequacy.” The city was rapidly losing its 
standing as one of the great cities of the world. Services were 
inadequate, the physical plant was deteriorating, pay scales and 
working conditions of municipal employees were substandard, and 
there were many unsound fiscal practices. 

Realizing a thorough job had to be done on the framework of 
the city’s basic operating code, there was formed a Citizens Charter 
Commission, representative of all segments of community life. 
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There was long deliberation and study after many public hearings 
and careful analysis of the operating procedures of other municipal- 
ities throughout the country. The result was a comprehensive guide 
for all the city’s governmental activities, which we now know as the 
Philadelphia Home Rule Charter. This proposed charter, among 
other important and basic features, contained provision for ade- 
quate and sound fiscal programming and controls. 

Local governments are the creatures of our state legislatures and 
reasonably workable home rule is not always easily achieved. In 
this case, however, the Commonwealth did authorize the Home 
Rule Charter, and Philadelphia was then ready to place the adop- 
tion of the Charter before its voters. After an extended period of 
public discussion, as well as an enlightened nonpartisan educa- 
tional program, the electorate gave sweeping approval in April, 
1951, and the Charter went into effect in 1952. 

The important sections of the Home Rule Charter relating to 
finance require the annual adoption of a balanced operating 
budget and a six-year capital improvement program, with the 
first year’s program being adopted as the capital budget. Separate 
funds are required for general government, water, and sewer 
operations, and others may be established for other purposes as 
needed. There is provision for lump sum budgeting plus a require- 
ment for a modern employee pay and classification plan and adop- 
tion of a comprehensive pension system. Provisions are included 
for a uniform system of accounting, making use of modern machine 
accounting techniques, centralized purchasing, centralized billing 
and tax collecting, perpetual inventory control of materials and 
supplies, real and personal property, and periodic physical taking 
of these inventories. 

The Charter established the Office of the Director of Finance 
with the Director being the chief financial officer of the city. All 
powers and duties concerning finances, accounting, budgeting, 
revenue billings and collections, and procurement in the executive 
branch are directly or indirectly under his supervision, with the 
exception of auditing. 

A vital part of sound financial operation is the proper creation 
of indebtedness under constitutional safeguards. Philadelphia 
formerly had an ineffective system prescribed by the State Con- 
stitution. After a tedious process of approval by two successive 
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legislative sessions, followed by state-wide approval by the voters, 
we can now base our debt limit at 1314 per cent of the average 
assessed valuation for the past ten years. From a fiscal policy stand- 
point, this change ranks in importance with the adoption of the 
Charter, because it makes possible a realistic borrowing margin 
to meet the capital needs of the community which the taxpayers 
can afford. 


SIZE OF PHILADELPHIA’S BUDGETS 


Philadelphia, a city in excess of 2,160,000 people, adopted a 
1957 operating budget in the amount of $240,413,000. The 1957 
capital budget totaled $63,400,000, of which amount $54,700,000 
is from city funds. The capital program adopted for the six-year 
period 1957-1962 amounts to $579,800,000. 


PHILADELPHIA'S FISCAL POLICIES 


Back in 1952, it became quite clear that in order to have an 
effective operating budget, it was necessary to have sound fiscal 
policies adopted to govern not only the operating budget but also 
the capital program of the city. Philadelphia is an old city, and 
careful recognition had to be given to the fact that this city, to 
meet the challenge of the times, had to have an extensive capital 
improvement program to establish a sound economic base for the 
city, to provide needed services, and to revitalize and rehabilitate 
its older sections. We were faced with a need to rehabilitate our 
water and sewer systems completely and to provide adequate high- 
ways, airport and port facilities, health and other improvements. 
Therefore, to insure sound operating and capital improvement 
programs within the city’s capacity to perform and ability to pay, 
giving full recognition to the financial effects of one on the other, 
a definite fiscal policy has been adopted. 

This sets the stage for what we call in Philadelphia a new ap- 
proach to operating budgeting for the city. In our case, it could 
be referred to as the four-year plan. This four-year plan includes 
a tax rate set for four years, an operating program projected for 
many years into the future with a fixed tax base for the first four 
years, a balanced operating budget each year, earmarked surplus 
reserves in the operating budget, and sound fiscal policies govern- 
ing the six-year capital improvement program designed to main- 
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tain and strengthen the city’s credit rating, with particular empha- 
sis on the effects of the capital improvement program on the annual 
operating budget. 

Our new charter provides for a strong mayoralty system with 
the election of a mayor every four years. With a new charter in 
1951 and a new mayor elected to serve for the period 1952 through 
1955, the new chief executive instituted a four-year program which 
was devised in the first year of office, 1952, and adopted for the 
period 1953 through 1956. A new tax base was established in 1953 
to cover this four-year program. A new mayor was elected in 1955 
to take office for the period 1956 through 1959. This gave our 
present mayor one year to consider the program that had been 
adopted and to propose his own four-year program for the period 
1957 through 1960. A new tax base, once again, was established in 
1957 to cover the four-year program. 

In order to insure a sound capital improvement program, a 
definite fiscal policy has been adopted. Major points of this policy 
are as follows: 

1. A clear distinction is made between tax-supported loans and 
self-supported loans. All projects financed by self-supported loans 
must demonstrate ability to develop sufficient revenues to repay 
their costs. 

2. Under the new tax base of the city, new tax-supported loans 
plus “pay-as-you-go” capital financing will not exceed $25 million 
in any of the years of the 1957-1962 Capital Program. 

3. In 1957, 6 per cent of the cost of all tax-supported projects 
will be paid for out of current operating funds. This “down pay- 
ment,” known as “pay-as-you-go” capital financing, will increase 1 
per cent each year to 10 per cent under the present tax base. 

4. Annual debt service charges payable out of the General Fund 
are not to exceed 20 per cent of total General Fund revenues (cur- 
rently 15 per cent). 

5. Bond issues will be serial type. Water and sewer bond issues 
have a maximum maturity of thirty years. Tax-supported loans are 
to mature within twenty-five years. Gas Works loans are to have a 
maximum life of fifteen years. 

6. A borrowing power reserve is to be maintained to meet 
emergencies. 
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7. The outstanding debt of the city will be leveled off and 
reduced at the earliest possible date. 


OBJECTIVES OF PHILADELPHIA’S OPERATING 
BUDGET PROGRAM 


A long-term operating budget program must be carefully 
designed to meet the existing and anticipated needs of the 
municipality. 

Normal revenues during the budget period vary but little from 
year to year. On the other hand, financial needs generally change 
considerably from one year to the next. 

It is quite true that a long-term operating budget program pre- 
suppposes a more or less stabilized economy over that period, yet 
we all know that our well-laid plans sometimes have to be changed 
due to unforeseen factors. Such a program, therefore, must recog- 
nize the effects of an increasing economy as well as the prospects 
of a declining economy. Careful plans must be made to adjust the 
program upwards or downwards, depending upon current cir- 
cumstances. Since costs of municipal government are increasing 
and revenue from present tax sources is not increasing at the same 
pace, most projections will result in an anticipated deficit. There- 
fore, we must resort to techniques to use available resources in the 
best way to level out both income and outgo over a number of 
years. 

Experience tells us that a tax rate set to finance a program for 
a fixed number of years will produce more revenue than is actually 
required to meet the obligations in the earlier years and, therefore, 
an important part of the fiscal policy must be to make provision 
for the use of these surpluses. Admittedly, this is a big hurdle to 
overcome because as soon as funds become available over and ~ 
above requirements for normal current operations, there is con- 
siderable pressure to appropriate the funds for “pet” new or 
expanded programs. Therefore, there must be a clear understand- 
ing between the administrative, executive, and legislative branches 
of the government as to the disposition of any surplus funds. Some 
of the techniques are as follows: (1) pre-payment of recurring an- 
nual appropriations, such as, increasing the appropriations to the 
Pension Reserve Fund and Sinking Fund; and (2) authorizations 
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for increased expenditures for nonrecurring items, such as, catch- 
ing up on deferred maintenance and purchasing at an earlier date 
replacements for worn-out equipment. 

The important fact to bear in mind is that surplus funds must 
be earmarked and must not be considered available for any new 
or expanded program unless it is part of the adopted long-range 
program and has been assigned a definite priority. The use of 
excess funds over and above normal requirements for recurring 
programs not anticipated will only serve to destroy the effective- 
ness of the long-range plan and will, of necessity, force either a tax 
increase during the period or a cutback in other programs. 


RESERVE FOR CONTINGENCIES APPROPRIATION 


As part of our fiscal policy, which is based primarily on sound 
and established business practices, the city has earmarked in its 
annual General Fund Budget an appropriation for contingencies 
and unanticipated expenditures, such as, increased cost for mate- 
rials and supplies, electricity, telephone, food, contractual services, 
and other items. The appropriation is made to a class of expendi- 
ture, “Provision for Price Increases, Interest Costs and Other 
Contingencies.” 

The appropriation carries a proviso that no money so appro- 
priated shall be used until it is transferred by Councilmanic 
Ordinance in the proper class of expenditure to the agency requir- 
ing the funds. 


OBJECTIVES OF PHILADELPHIA’S CAPITAL 
BUDGET AND PROGRAM 


It is a well-established principle that capital programming should 
be done on a long-term basis. Sound fiscal policies must guide and 
determine the size and extent of such an improvement program. 
Providing future facilities is geared to a detailed six-year program, 
which has its place within the over-all long-range comprehensive 
plan, on a carefully prepared priority schedule and with due 
regard for its effect on the operating budget and the debt manage- 
ment of the city. The first year of the six-year program becomes 
the capital budget, and appropriations are made available on this 
basis. 
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The sound fiscal policies adopted for the capital improvement 
program afford Philadelphia a base for determining both current 
and projected cost impact of the capital improvement program on 
the current operating budget. The continuation of these policies 
allows the city to carry out a needed capital improvement pro- 
gram and, at the same time, permits additional costs to be 
absorbed within the operating revenues in accordance with sound 
fiscal management. We are ever conscious of the impact of debt 
service on the operating budget and on the outstanding debt of 
the City. In spite of the extensive capital improvement program, 
our projection indicates that we will level off our tax-supported 
debt approximately four years from now. Considerable time and 
effort is now being spent on the capital improvement program for 
water and sewer facilities with a view of leveling off and cutting 
back this debt at the earliest possible date. 

In our fiscal planning, we have tried to meet the needs of the 
community and, at the same time, have adopted sound fiscal poli- 
cies which permit everyone to know what we are doing and why 
we are doing it. 


OPERATING BUDGET SYSTEM 


The Charter provides for lump sum appropriations by major 
classes of expenditure such as Personal Services; Purchase of Serv- 
ices, Materials, Supplies, and Equipment; Debt Service; and such 
additional classes as the Mayor shall recommend. The Charter fur- 
ther provides it shall be the duty of the Council, at least thirty 
days before the end of the fiscal year, to adopt a balanced annual 
operating budget ordinance for the next fiscal year. The Mayor 


must submit to Council not later than ninety days before the end _ 


of the year his proposed budget. The Mayor's estimates of receipts 
and surplus or deficit, if any, may not be altered by the Council. 

The annual operating budget is prepared by the Director of 
Finance under the direction of the Mayor. The Budget Bureau is 
in the Office of the Director of Finance. 

Budgetary appropriation control is maintained centrally by the 
Office of the Director of Finance. Three ledgers are maintained: 
(1) appropriation ledger—by agency; (2) allocation ledger—by 
agency, by activity, by minor object classification; (3) allotment 
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ledger—by agency, by activity, by minor object classification. 
Funds are not available for encumbrance or expenditure unless 
allotted. 

Allotments are made on a quarterly basis for Personal Services, 
and any unused allotment at the end of the quarter is transferred 
to the allocation ledger and is not available for encumbrance or 
expenditure. 

Allotments for other classes of expenditure are usually made 
on an annual basis by activity. 

Councilmanic action is required to transfer appropriations from 
one agency to another or to transfer from one class of expenditure 
to another class of expenditure. 

Administrative transfers between activities are made by the 
Budget Bureau. 

Each agency has its own budget officer who reports to the head 
of the agency. Budget procedures and directives are issued by the 
Budget Bureau, and the budget examiners of the Bureau supervise 
the work of the agency budget officers. 


CAPITAL BUDGET SYSTEM 


Accounting and budget control of authorized projects is main- 
tained in a separate ledger. A capital budget is adopted annually 
and has a term of eighteen months. 

Expenditures and encumbrances cannot be made on project 
authorizations, but only against available financing. Available 
financing can be in the form of approved loans, either electoral 
or Councilmanic, pay-as-you-go appropriations from the Operating 
Budget, or federal and state grants-in-aid. 

Loan authorizations are by major purpose and not by specific 
projects. Allocation of available loan authorizations is made by 
the Office of the Director of Finance. The annual capital budget 
provides that no amounts shall be allocated to the current capital 
budget until previous authorizations have been financed. 


OBJECTIVES OF PHILADELPHIA’S ACCOUNTING 
POLICY 


The Charter provides that the Director of Finance shall estab- 
lish a general accounting system for the city government. The 
Director shall (1) keep separate accounts of each item of appro- 
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priation; (2) have complete supervision over the keeping of de- 
tailed accounting records by city agencies; (3) after consultation 
with the City Controller devise a uniform system of accounting 
for all agencies; (4) supervise the accounting for all moneys re- 
ceived and receivable by the city from all sources; (5) issue a report 
showing the financial condition of the city at the close of each year. 

The Charter further provides for budgetary purposes a cash 
basis for revenues and the accrual basis for obligations. As a result, 
Philadelphia has adopted the modified cash basis for accounting. 

The adoption of an operating program to cover more than one 
year requires the adoption of sound basic accounting principles in 
order to insure a balanced budget during the period covered. Some 
of the prerequisites are: a modern detailed revenue accounting 
system with almost daily scrutiny of the actual receipts; an appro- 
priation accounting system coupled with an effective allocation 
and allotment system geared to activities or programs; installation 
of effective cost accounting where useful; modern inventory and 
receivable procedures; accrual accounting systems; more effective 
financial controls on municipally owned and operated enterprises; 
and readily understood periodic reporting to show the taxpayer 
what he is getting for his money. 

As the Home Rule Charter went into effect in 1952, the original 
approach was a strong central control system for both budgeting 
and accounting in the Office of the Director of Finance with little 
or no emphasis at the agency level. This was the appropriate 
decision under the circumstances, since adequate budget and 
accounting records and controls were virtually non-existent. 

However, it was not the long-range solution to Philadelphia’s 
budget and accounting problems. Government is big business, and _ 
big business principles must be adopted to do an effective job. 
Strong central budgeting and accounting alone cannot provide the 
fiscal tools and information necessary for departmental managerial 
effectiveness. In many cases, decentralized agencies must have 
budget and accounting personnel and maintain detailed records to 
enable management to have information and reports to carry out 
the assigned functions in the most efficient and effective man- 
ner. This does not eliminate the need for a uniform system of 
budgeting and accounting and the keeping in the central fiscal 
office of adequate appropriation and accounting controls. 
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CENTRAL ACCOUNTING SYSTEM 


The Accounting Division of the Office of the Director of Finance 
is the Central Accounting Agency for the city and the control point 
where all vouchers and encumbrance documents are examined and 
approved for processing against available allotment funds recorded 
in the Allotment Ledger. The daily statement of operations which 
is furnished to each city agency is the daily machine record made 
of all expenditures and encumbrances affecting every fund. This 
statement furnishes to each agency on a daily basis an up-to-the- 
minute financial picture of its detailed operations. 

Encumbrances in excess of $2,000 are supported by formal con- 
tracts as prescribed by the Charter. The most important encum- 
brance document is the purchase order issued by the Procurement 
Department, the agency responsible for the central purchasing for 
all city agencies, after awards are made to the lowest responsible 
bidder. 

A monthly trial balance machine run of outstanding encum- 
brances is made and distributed to all agencies for informational 
and record purposes. 

The Auditing Department, headed by an elected City Con- 
troller, performs the following functions: (1) examines and 
approves or disapproves all requisitions submitted to it through the 
Director of Finance; (2) issues its order to the City Treasurer 
authorizing him to issue checks for payment of approved vouchers; 
(3) audits at least annually the financal affairs of each city agency. 

A modern municipal accounting system should provide, along 
with appropriation control, an effective allocation and allotment 
procedure by program or activity. This is a most effective means of 
controlling expenditures in times of lowered revenues or where a 
cutback in program is necessary. The following is an experience 
the city of Philadelphia had. 

When the Mayor’s 1955 Operating Budget was being prepared 
by the Budget Bureau, the projection of the current authorized 
program indicated that, unless there was some cutback in the pro- 
gram, it would not be possible to balance the annual operating 
budgets through 1956 within the existing tax structure. As part 
of the adoption of the 1955 Operating Budget, a definite program 
of cutbacks was authorized and, through effective allotment and 
management control, cutbacks were made in the operations in 1955 
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by selected programs, in order to guarantee a level of program 
throughout the city and a guaranteed surplus at the end of 1955 
which would be sufficient to balance the 1956 budget without a tax 
increase. This experience is significant because it demonstrated 
that through an effective allotment system, tied in mainly with 
programs and activities, it was possible for the executive, adminis- 
trative, and legislative bodies of our city government to effect an 
orderly cutback in program. This period also gave us an oppor- 
tunity to examine the cost aspects of the new pay plan which 
started in January, 1953. In addition, we gained valuable experi- 
ence in connection with the completion of capital facilities and 
their impact on current operating budgets. 


ACCRUAL ACCOUNTING 


It is a well-established principle of municipal accounting that the 
basis of accounting should be the basis of budgeting. However, 
regardless of the basis of budgeting, whether it be cash, accrual, or 
modified cash, accrual accounting is necessary to do proper and 
effective budgeting. These include tax receivables adequately con- 
trolled with realistic reserves for uncollectible accounts, recorded 
materials and supplies inventories, real and personal property 
inventories, and booked commitments and obligations. 

To give full effect to a budget program, there must be made 
available to the Budget Bureau all charges against a budgetary 
unit. If all accruals are not actually set up on the books, full details 
should be available at least on a memorandum basis. True measure- 
ment of performance is not possible otherwise. A shift to accrual 
accounting that shows goods and services used during the year is 
admittedly difficult and sometimes is costly, but performance meas- . 
urement cannot be really achieved unless all charges applicable to 
a given fiscal period are available. Ultimate cost reduction as well 
as improvement of governmental services springs from a true 
measure of performance. 


INVENTORIES 


The Home Rule Charter has set up very specific requirements 
on inventory accounting. 

The Charter provides that the Procurement Department shall 
establish and maintain city storehouses, develop and operate there- 
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in a uniform, modern system of stores control based upon per- 
petual inventory, and maintain a sufficient stock of staple com- 
modities on hand to supply the estimated current needs of all 
agencies for whom such commodities are procured with appro- 
priated funds. 

The Charter further provides that the Procurement Department 
shall compile and maintain current and comprehensive records, 
by agency, of all real and personal property of the city. 

The Director of Finance is responsible for devising, installing, 
and supervising the inventory systems and has supervision over the 
materials and supplies physical inventory (at least twice annually) 
and the real and personal property physical inventories (at least 
annually). 

For us, this directive resulted in many man hours of researching 
old records, prescribing perpetual inventory procedures and the 
necessary follow-through of physical verification. 

The setting up of real property assets has been a particularly long 
and tedious job. In previous years, the city followed no sound 
accounting approach in recording acquisition of assets. There was 
no central location where real property records were maintained. 
Even the recording of some city-owned land required review of 
hundreds of deeds. To carry out the directive of the Home Rule 
Charter, the Director of Finance set up a “task force” which, over a 
period of time, sought out all available cost records from various 
city departments. Our real property inventory will be booked this 
year and, of course, keeping it up-to-date will be a relatively easy 
matter, since the source data will come from the central account- 
ing department as a by-product of our regular accounting system. 

For materials and supplies, carrying out the Charter require- 
ment for perpetual inventories brought problems of a different 
order. We found many agencies using identical or similar items, 
some overstocked, others reflecting wide price variations, and still 
others with a high obsolescence in stock on hand. The situation 
was about what you would expect from lack of an over-all guiding 
hand. 

Asa first step, we devised a uniform inventory accounting system. 
A uniform commodity classification manual has also been pro- 
mulgated. A prescribed system of currently recording stores with- 
drawals and replacements, together with the use of mechanical 
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equipment and the taking of a physical inventory at least twice a 
year, has been of great benefit to the city. Realistic cost control will 
now be possible. The establishment of maximum and minimum 
stock levels and disposal of scrap and surplus supplies are the areas 
where we are currently concentrating. This will permit adequate 
replacement lead time and, along with the use of requirements con- 
tracts where possible, will substantially reduce our inventory 
investment. 

The procedure for a perpetual inventory system for personal 
property on a city-wide basis is just about completed. I am sure 
most of you recognize the many decisions that had to be made to 
control and value this property and the manner in which the 
annual inventory will be taken. All personal property has been 
marked with an identification number. A uniform classification 
manual has been promulgated. Standard prices are now being 
assigned to each classification of property. The timetable calls for 
the first physical inventory to be taken and valued as of the end of 
this year. 


PAYROLL RECORDS AND ACCOUNTING 


Wages paid employees represent more than half of our total oper- 
ating budget dollars. 

Civil Service Regulations govern the employment and working 
conditions of most city employees. Salary scales are set by the Pay 
and Classification Plan. Time and employee records are main- 
tained by the various agencies under a uniform system prescribed 
by the Director of Finance. 

Employee time records covering two-week periods are certified 
by the agencies to the Central Payroll Division of the Accounting 
Office. Properly executed personnel documents authorizing payroll 
additions, deletions, and changes are also forwarded to the Payroll 
Division. After proper verification and calculation of time worked, 
the time records are delivered to the central Machine Tabulating 
Division for preparation of the payroll, checks, and required pay- 
roll records. 

The payrolls are preaudited by the Auditing Department before 
the order is issued to the City Treasurer to sign and release the 
checks. 

The basic payroll system was completely revised three years ago 
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to permit extensive payroll breakdowns by activities and programs 
to serve as aids to management and facilitate measurement of 
performance. 


MUNICIPAL ENTERPRISES 


The system of central appropriation accounting did not supply 
the needs for our municipally operated enterprises. Intelligent 
analysis dictated that separate accrual accounting systems had to 
be devised and installed. These covered the operations of the Water 
Department, the Philadelphia International Airport, and the Phil- 
adelphia General Hospital. Independent Certified Public Account- 
ing firms were engaged to assist the Office of the Director of Finance 
to devise these specialized accounting systems. A modern system of 
utility accounting is being installed for Water and Sewer opera- 
tions. The Home Rule Charter requires these services to be fully 
self-sustaining from Water and Sewer charges. The timetable calls 
for the Water Department and Airport systems to be completed 
and installed by January 1, 1958. The hospital system should be 
devised and completely installed by January 1, 1959. Intensive 
recuitment of qualified accounting personnel preceded and con- 
tinues while the systems are being finalized and installed. 


ROLE OF COST ACCOUNTING 


Knowledge of costs is fundamental to the successful operation 
of any enterprise—industrial or governmental. In present-day 
municipal accounting there is considerable confusion about the 
role cost accounting must play especially in performance 
budgeting. 

There should be a clear understanding between the cost 
accounting approach and the use of statistical records and controls. 
The indiscriminate use of cost accounting can result in burden- 
some and unnecessary details with little or no benefit to be derived. 
In many cases, management decisions can be based upon per- 
formance measurements easily available through statistical con- 
trols. In the beginning, it is far better to analyze each program or 
activity thoroughly and determine the most effective way of meas- 
uring performance. We came to the conclusion that the financial 
information obtained from the central allotment ledger was suf- 
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ficient for budgetary purposes for most of the city agencies. In 
other cases, where payroll was the most important factor, expansion 
of the central payroll system was made to furnish detailed pay- 
roll analysis for the activity. 

Our study indicated that several areas required detailed cost 
accounting systems. The first big assignment was the central auto- 
motive maintenance shop, and a complete cost system has been 
devised and installed. 

The accrual accounting systems for the Water and Sewer opera- 
tions, the Airport, and the hospital will, of course, contain detailed 
cost systems. 


MEANINGFUL PERIODIC REPORTING 


Recognition was given at the outset to this ofttimes neglected 
phase of budgeting and accounting. Municipal budgeting and 
accounting is, to say the least, complicated and difficult to under- 
stand. The budget document has been completely revised and sim- 
plified. The forms for submitting supporting detail to the Council 
have been standardized and the information is presented in a 
clear, logical manner. A unique feature of the supporting detail 
of the Mayor’s 1958 Operating Budget is a complete reconciliation 
by agency of the original 1957 appropriation with the 1958 budget 
request. A brief, popularized version of the adopted budgets, with 
understandable charts and clear-cut narrative, is published within 
a few weeks of final action by the Council and approval by the 
Mayor. 

The Charter requires the issuance of an annual financial report 
within one hundred and twenty days after the close of the fiscal 
year. In addition, we find it useful to issue monthly reports of 
revenue and obligations and a quarterly financial report. ; 

Philadelphia has received wide recognition and awards for its 
popularized annual report by the Mayor which gets wide distribu- 
tion to all citizens in the area as a supplement in our three 
metropolitan newspapers. 


CASH MANAGEMENT 


In Philadelphia, bonds normally are not issued until at least 
two years after a loan is authorized, the reason being that the city 
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is permitted a “consolidated bond fund” into which proceeds from 
bond sales are deposited regardless of the loan purpose. Thus, the 
loan authorization becomes the important factor in certifying capi- 
tal obligations relating to the planning and construction of proj- 
ects, since actual cash for meeting expenditures is provided from 
the consolidated loan fund. When the consolidated loan fund must 
be replenished with cash, the oldest loan authorizations are usually 
sold, keeping in mind the actual cash outlays which have been 
made for projects financed by the loan. 

Prior to issuing bonds, the Director of Finance reviews the cash 
position of the city in all funds. The city is permitted to have 
interfund transfers of cash, and because of a favorable tax calendar, 
which brings most of the tax revenue in the first six months of the 
year, Philadelphia is able to follow a plan of maximum utilization 
of available cash balances. 


CURRENT FINANCIAL PROBLEMS OF PHILADELPHIA 
AND OTHER MUNICIPALITIES 


Today governmental officials, municipal as well as federal, more 
than any other time in modern history, face a challenge—a real 
challenge. I realize that people in our positions throughout the 
years faced similar problems—increasing governmental costs and 
demands for services on the one hand and a clear call to reduce, 
or at least arrest, the tax spiral on the other. Today, however, we all 
agree that the stakes have never been so high. We are and have 
been for some years constantly increasing the level of economic 
activity. Of course, there have been plateaus and even a few shal- 
low valleys, but the upward economic trend has been constant. 
Costs have gone up—wages, supplies, equipment, construction, and 
all the things that we buy. We have felt the inflationary effect of 
recent economic history in the conduct of government. We, in 
municipal government, recognize our problems and the challenge 
that goes with them. What are we going to do to achieve equilib- 
rium in municipal government under today’s economic pattern? 

I think it’s true to say that we have made great strides in a rela- 
tively short time, but it is also true that many difficult situations lie 
ahead. I am firmly convinced that the finest budget and account- 
ing systems at the municipal level cannot, of themselves, help us 
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surmount our problems. They are certainly very important tools 
we must all use, but they are not solutions in themselves. 

Philadelphia, or any other municipality, cannot solve its prob- 
lems of urban renewal, redevelopment, highways, educational facil- 
ities, mass transit, and others, without additional resources. 

In many cases, these problems acquire additional complexity 
because they cross not only municipal but state lines as well. 

One who thinks about the problem must certainly come to the 
conclusion that the muncipalities must have a larger supply of tax 
dollars to meet the ever-increasing demands for services, either 
through their own tax resources or from federal assistance. 

In my judgment, the federal government must recognize and 
agree to an adjustment of present revenue policies and thus allow 
additional local tax funds to remain at home without the long and 
slenderizing round trip to Washington. In the case of federal aid, 
greater consideration and more funds must be allocated directly 
to municipalities as well as to metropolitan areas by the federal 
government. 


WHERE ARE WE HEADED? 


Philadelphia approached its budget and financial problems using 
the four-year operating budget program and a six-year capital pro- 
gram as the two important guideposts to the road ahead. We 
related modern and increasingly effective accounting methods to 
fortify our operating and capital programming. 

We think we have a good master plan which will provide Phil- 
adelphia with effective and efficient budgetary and accounting 
systems and procedures. The road has been long and rough, but we 
have come a long way toward reaching our goal. Those of us who 
are in this field realize that budgeting and accounting are dynamic 
and not static and that every governmental financial organization 
must keep abreast of the times and make use of improved methods. 

Co-ordinated forward planning, adoption of sound and work- 
able fiscal policies, use of the tools of modern budgeting and 
accounting, realistic placing of dollar ceilings, not only on pro- 
grams but on over-all debt structure, are the ingredients that 
maintain healthy municipalities, which are the backbone of the 
source of wealth in this great nation today. 
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Herschel C. Walling 


Technical Accounting 


Developments 


ACCOUNTING PRINCIPLES MEMORANDUM 


THE General Accounting Office has issued Accounting Principles 
Memorandum No. 3, Accrual Accounting—Supplementary State- 
ment, dated October 18, 1957. The purpose of the Memorandum 
is to provide assistance to the executive agencies in meeting the 
requirements of Public Law 863 with respect to accrual account- 
ing and cost-based budgets. It covers the factors to be considered 
in determining the extent of application of the accrual method to 
various classes of transactions. It is to be added to the GAO Man- 
ual for Guidance of Federal Agencies as appendix 2 of title 2, 
Accounting Principles and Standards and Internal Auditing 
Guidelines. 

The Memorandum describes the nature and purpose of accrual 
accounting in the government as follows: 

Accrual accounting permits the development of costs, which, in 
contrast to obligations and disbursements, are a realistic financial 
measurement of the resources actually consumed in doing the work. 
Under the accrual method, as operating transactions occur the related 
financial transactions are recorded, including the recording of prop- 
erty in the period in which received. As a result, reports prepared from 
these accounting records disclose in financial terms the operating 
events which occurred during the period. 

Under an accrual system of accounting, information may be devel- 
oped on the cost of goods and services used, resources on hand, 
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appropriation expenditures on an accrual basis, and liabilities. Obli- 
gations continue to be recognized in the period in which goods and 
services are ordered, regardless of when received, paid for, or used, 
but not in the detail that the costs are recorded. Disbursements are 
recorded in the period in which payments are made. The accounting 
records will disclose for the period in which they occur all financial 
transactions, including those concerned with appropriations, apportion- 
ments, allotments, obligations, cash receipts and disbursements, accrued 
expenditures, cost of work performed, property, liabilities, and income. 

Accrual accounting is essential for the preparation and use of cost- 
based budgets for purposes of (1) appropriation requests and (2) 
internal administration and operation. For both of these purposes 
estimates of the cost of the work to be performed are necessary. These 
estimates are developed from cost data obtained from an accrual 
accounting system, which furnishes a basis for the financial projection 
of planned programs in terms of applicable past experience as adjusted 
for changes in prices and other pertinent factors. 


CHARGES FOR GOVERNMENT SERVICES 


Bureau of the Budget Bulletin No. 58-3, dated November 13, 
1957, calls for the preparation by the executive departments and 
establishments of legislative proposals essential for the develop- 
ment of an equitable and uniform government-wide policy on 
charges for certain government services or property. The Bulletin 
requests each executive agency to prepare legislative proposals for 
removing all present limitations or restrictions on the agency’s 
authority to (a) recover full costs for government services that pro- 
vide a special benefit; and (b) obtain a fair market value for govern- 
ment-owned resources or properties sold or leased. These proposals 
are to be submitted to the Bureau of the Budget by February 1, 
1958. 

The Budget Bulletin was issued following a careful and thor- 
ough joint interdepartmental review of the problem. The review, 
containing recommendations, which have been approved by the 
President, is attached to the Bulletin. 


ADP MEMORANDUM 


The General Accounting Office has issued a memorandum to 
the heads of the departments and agencies entitled “Accounting 
and Auditing Aspects of Automatic Data Processing” (B-115369, 
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September 18, 1957). It points out that the increasing use of auto- 
matic data processing (also referred to as electronic data process- 
ing) equipment by government agencies in the area of financial 
management has important implications from the standpoint of 
the accounting and auditing responsibilities of the departments 
and agencies as well as the General Accounting Office. 

The memorandum discusses briefly some of the considerations 
that should guide agencies using or planning to use ADP equip- 
ment in the areas of feasibility studies, conformity of ADP pro- 
cedures with prescribed accounting principles and standards, ade- 
quate controls over the original data and the machine operations, 
and the preparation and retention of visible records for audit and 
other purposes. The agencies are invited to discuss specific prob- 
lems in any of these areas with representatives of the General 
Accounting Office. 

Additional information is to be furnished by the General 
Accounting Office from time to time on the audit implications of 
ADP equipment as it is developed in the course of a continuing 
study being made. 


FISCAL YEAR LIMITATION ON APPROPRIATIONS 


The Atomic Energy Commission recently requested a decision 
by the Comptroller General on whether a fiscal year appropri- 
ation could be properly obligated under a proposed contract for 
furnishing certain materials over a five-year period. In his decision 
of September 3, 1957 (B-130815) the Comptroller General cited 
and reviewed several of the rules that govern the availability of a 
fiscal year appropriation for payments to be made in subsequent 
fiscal years. 

The general rule applied in this case was that stated in 33 Comp. 
Gen. 57, 61, as follows: 


In order to obligate a fiscal year appropriation for payments to be 
made in a succeeding year, the contract imposing the obligation must 
have been made within the fiscal year sought to be charged and the 
contract must have been made to meet a bona fide need of the fiscal 
year to be charged. 


Section 1 of the Surplus Fund—Certified Claims Act of 1949, 
31 U.S.C. 712a, formerly section 3690 of the Revised Statutes, 
provides as follows: 
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Except as otherwise provided by law, all balances of appropriations 
contained in the annual appropriation bills and made specifically for 
the service of any fiscal year shall only be applied to the payment of 
expenses properly incurred during that year, or to the fulfillment of 
contracts properly made within that year. 


Thus, an appropriation made specifically for the service of a par- 
ticular fiscal year may be used in the absence of statutory authoriza- 
tion otherwise only for payment of expenses properly incurred 
during the fiscal year or for payments under contracts properly 
made within that year. The basic principle to be observed in deter- 
mining what constitutes a contract “properly made” within a 
particular fiscal year was stated in 1870 by the Attorney General as 
follows: 

Congress has the right to limit its appropriations to particular times 
as well as to particular objects, and when it has clearly done so, its will 
expressed in the law should be implicitly followed [13 Ops. Atty. Gen. 
289, 292]. 


In 1898 the Comptroller of the Treasury ruled specifically on 
the phrase “contracts properly made within” a particular fiscal 
year. He stated, 4 Comp. Dec. 553, 555, that 


contracts are frequently entered into for the performance of some 
specific work under annual appropriations, but the work is not com- 
pleted within the fiscal year. If such work is actually begun within the 
fiscal year for which the annual appropriation applicable thereto was 
made, it may ordinarily be fairly held that the work was for the service 
of that fiscal year. And provision for payment for the work from the 
unexpended balance of the appropriation is therefore made by the 
clause, “for the fulfillment of contracts properly made within that 
year.” 

But if that provision should be construed to authorize the use of - 
unexpended balances of appropriations specifically made for the service 
of a particular fiscal year for the purchase of supplies, etc., for the serv- 
ice of a subsequent fiscal year, provided that a contract therefore should 
be entered into during the fiscal year for which the appropriation was 
made, the effect would be to practically nullify the object of the statute. 
Under such a construction it would be within the power of executive 
officers, by entering into contracts near the close of the fiscal year, to 
expend all sums appropriated for any fiscal year, although not required 
for the service of that year, and thus leave no balances to be carried to 
the surplus fund. It can hardly be contended that it was the intention 
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of Congress to give such efficacy to the mere formalities of a contract 
and thus to authorize that to be done indirectly which it has expressly 
prohibited being done directly. 

I think the better construction is that the clause providing for the 
fulfillment of contracts means contracts made for the service of the 
fiscal year to which the appropriation is applicable. There is no author- 
ity in an appropriation made specifically for the service of a particular 
fiscal year to enter into contracts for supplies, etc., for the service of a 
subsequent fiscal year, and therefore as to that appropriation such a 
contract is not “properly made within that year.” 


The Comptroller General states in his current decision of Sep- 
tember 3, 1957, that 
determination of what constitutes a bona fide need of the service of 
a particular fiscal year depends in a large measure upon the facts and 
circumstances of the particular case. No general rule can be stated for 
application to all situations which may arise. We recognize. ..that 
certain material may be needed in the future when related work or 
processes currently under way may be completed. If such material will 
not be obtainable on the open market at the time needed for use, a 
contract for its delivery when needed may be considered a bona fide 
need of the fiscal year in which the contract is made, provided the 
time intervening between contracting and delivery is necessary for 
production or fabrication of the material. In connection with the 
procurement of supplies, however, consideration must be given to the 
prohibition in section 3735 of the Revised Statutes, 41 U.S.C. 13, 
against the making of contracts for terms in excess of one year.... 
When a continuing supply of materials is needed over a period of 
time, the contract term may not exceed one year, and only the needs 
of the first fiscal year may be considered a bona fide need of the year 
in which the contract is made. 


REPORTS TO THE CONGRESS 


The chairman of the Senate Committee on Government Opera- 
tions has asked the Bureau of the Budget to assist in conducting a 
review of periodic and recurring reports which are required by 
statute to be submitted to the Congress. The objectives are to iden- 
tify any reports that no longer serve a useful purpose and to pro- 
pose legislation repealing or modifying the requirements for such 
reports. 

Bureau of the Budget Bulletin No. 58-2, dated October 24, 1957, 
requests that each executive agency, including the municipal gov- 
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ernment of the District of Columbia, conduct a review of its reports 
required by law to be submitted to Congress. Results of this review 
are to be furnished to the Bureau of the Budget on an analysis 
form provided, not later than December 16, 1957. The Bureau 
will submit proposals to repeal or modify statutory requirements 
for any reports that may no longer serve a useful purpose. 


INTRAGOVERN MENTAL SERVICES 


The Comptroller General has ruled (B-130504, July 10, 1957) 
that it is a matter of administrative discretion as to whether a 
government agency shall procure work or services from another 
government agency when its prices are lower than those at which 
the work or services can be obtained from private agencies. Govern- 
ment agencies are authorized but not required by law (31 U.S.C. 
686) to place orders with another agency for materials, supplies, 
work, or services of any kind that such federal agency may be in a 
position to supply or equipped to render. However, it is manda- 
tory that “if such work or services can be as conveniently or more 
cheaply performed by private agencies such work shall be let by 
competitive bids to such private agencies” (31 U.S.C. 686). 


SOCIAL SECURITY PAYMENTS 


The Social Security Administration revised its procedures as of 
January 1958 so that monthly payments to married couples under 
the Old Age and Survivors Insurance program will be made in a 
single check instead of separate checks to each. The checks will not 
be combined, however, where a husband and wife are not living 
together, where part of the wife’s payment is based upon her own 


employment record, or where either sponse objects to the com- . 


bined payment. Combined checks have been issued on an experi- 
mental basis since September 1956 to married couples who came 
on the rolls since that time. 


UNDELIVERABLE CHECKS 


General Accounting Office General Regulations No. 136, Credit- 
ing of Undeliverable Checks to Government Accounts, dated Sep- 
tember 3, 1957, revises the procedures of handling and processing 
undeliverable checks and for disposing of the proceeds of such 
checks. The revised procedures will (1) facilitate the custodial 
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responsibilities for such checks, (2) place the amounts of such 
checks under appropriate accounting control at the earliest prac- 
ticable date, and (3) eliminate these payables as continuous out- 
standing checks in the accounts of government disbursing officers. 
Supplement No. 2 to General Regulations No. 118, issued Sep- 
tember 3, 1957, revises the procedures for processing requests for 
the delivery of checks that have been returned as undeliverable. 


MIDYEAR BUDGET REVIEW 


The Bureau of the Budget issued its annual Midyear Budget 
Review in October 1957. It is a 56-page pamphlet available from 
the Government Printing Office for twenty-five cents per copy. 

The President sent the 1958 budget to the Congress on January 
16, 1957. Since then, various changes have occurred. The President 
has amended some of his recommendations. The Congress has 
modified his appropriation requests, enacted some new legislation, 
and has not acted upon other recommended legislation. At the 
same time, economic and other developments have somewhat 
altered the outlook for some of the receipts and expenditures. 

The Midyear Review presents and discusses the revised estimates 
of budget. receipts, expenditures, and authorizations. It also com- 
pares the revised estimates with the 1958 budget and with previous 
years. 


TRAVEL EXPENSES OF FACULTY CONSULTANTS 


The Civil Service Commission has authorized federal agencies 
to conduct recruiting programs, particularly for scientific and engi- 
neering positions. It is contemplated that the agencies may request 
college faculty members to travel to agency offices to furnish advice 
and guidance on recruitment of college students and to become 
better acquainted with the type of work, the working conditions, 
and benefits offered persons in the government service so that they 
can better advise students concerning government employment. 

The Comptroller General has advised the Commission 
(B-134260, November 20, 1957) that federal agencies may, in 
accordance with section 5 of the Travel Expense Act of 1946, pay 
the travel and subsistence expenses of faculty members who, at the 
request of the agency officials, travel for the purpose of such 
consultation. 
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Book Reviews 


Eric L. Kohler. A Dictionary for Accountants, 2d edition. Englewood 
Cliffs, New Jersey: Prentice-Hall, Inc., 1957. 516 pp. 


The first edition of this work was first printed in November 1952 
and thereafter was reprinted seven times.’ It is not surprising, there- 
fore, that the author was impelled to revise and elaborate on this 
pioneer effort, which he referred to in the preface of the first edition 
as “an adventure in lexicography.” It should be emphasized at the 
outset, as reviewers of the first edition did, that this is “A Dictionary 
for Accountants” and not a dictionary limited to accounting terms. 

The author in his two prefaces has made it easy for the reviewer to 
compare the content of the two editions and to indicate the nature of 
the terms defined. The author’s own summary of the content of the 
second edition compared with similar statistics from the preface of the 
first edition is as follows: 


Classification by source Second First 
fields with examples edition edition 
Common English words with which narrower, 
technical meanings are now associated: assump- 
tion, condition, consistency, event, materiality, : 
recognize, reliability 157 132 
Basic accounting terms that form the hard core 
of the accountant’s method of communication: 
allocate, amortize, audit, capitalize, deficit, ex- 
pense, liability, valuation, variance 344 328 
*The Securities and Exchange Commission, as a matter of policy, disclaims respon- 
sibility for any private publication by any of its employees. The views expressed are 


those of the author and do not necessarily reflect the views of the Commission or of 
the author's colleagues on the staff of the Commission. 
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Specialized terms growing out of basic concepts 
and having particular applications: base-stock 
method, business transaction, consolidation excess, 
fixed capital, revolving fund, voucher audit 
Terms employed in governmental accounting: 
apportionment, appropriation, encumbrance, 
fund, lapse, warrant 

Legal terms in constant use by accountants: agent, 
claim, corporation, fungible, merger, option, 
proxy, valorize 

Terms common to accounting and the financial 
world: acid test, arbitrage, broker, bull, deben- 
ture, hedge, round lot, syndicate 

Insurance terms: admitted asset, common average, 
Dean schedule, loss ratio, proof of loss, reinsurance, 
valued policy 

Terms associated primarily with tax laws: boot, 
bunched income, carryback, constructive receipt, 
progressive tax, splitup, withholding 

Price terms: C&F price, cost-plus, escalation, 
free price, price leadership, target price, volume 
discount, zone system 

Commercial terms: account sales, bonus, credit 
line, force account, machine tool, past-due, staple, 
tare, management science 

Statistical terms: decile, frequency, correlation, 
model, normal distribution, random sampling, 
replication, standard error, variable 

Terms common to the newly developed field of 
statistical quality control:. acceptance sampling, 
attribute, control chart, multiphase sampling, 
sample size, tolerance 

Mathematical terms: coordinate, present value, 
factorial, median, moving average, permutation, 
rational number 

Terms borrowed from the economist: demand, 
money wages, national income, quasi rent, savings, 
scarcity, seller’s market 


As the table indicates, the book is a handy reference to terms used 
in accounting and related fields. In addition to concise definitions there 
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are many entries running into several columns and even pages of 
type, as, for example: acceptance sampling, accounting principles, 
assessed value, balance sheet, coefficient, control chart, cost absorption, 
depreciation, fixed asset, fund, hedge, internal auditing, inventory 
valuation, logarithm, net income, overhead (10 pages!), ratio, standard 
cost (over 11 pages). But the reader of this review should not get the 
impression that the dictionary is in competition with treatises on these 
and other topics or that the book is a substitute for the various hand- 
books on accounting and related subjects. Neither the first edition nor 
the second offers any advice as to pronunciation. This is left to Web- 
ster and his competitors. 

It is difficult to suggest for inclusion in the next edition additional 
terms that would be generally useful. However, the field of finance 
yields a few items. The definition of “coverage” could be expanded 
to include a reference to “fixed charges,” with a discussion of the 
latter. “Speculator” is defined but “investor” is not. “Box,” “cage,” 
“fails,” “failed-to-receive,” “failed-to-deliver,” and “safekeeping” could 
be added to the several terms already included from the stockbrokerage 
business. 

Perhaps “Summary of Earnings” and “Capitalization” as used in a 
prospectus deserve discussion. The discussion of stock dividends could 
be brought up to date and this reviewer would like a substitute for 
“net worth” in the balance sheet example and a warning in the defini- 
tion that the term does not mean current value. It appears that the 
discussion under “index number” is an inadequate treatment of the 
impact of price level changes in financial reporting. “Cycle billing” 
and “electronic data processing” may deserve entries next time. 

Five years ago a reviewer called this dictionary’s first edition an 
astounding piece of work. The second edition requalifies for this 
characterization. 

ANDREW BARR 
Securities and Exchange 
Commission 


The Committee on Accounting and Business Practices and the Council 
on Administrative Practice of the American Hospital Association. 
Cost Finding for Hospitals. Chicago, Illinois: The Association, 1957. 
131 pp. 


Cost Finding for Hospitals is the product of two professional com- 
mittees composed of doctors, hospital administrators, and certified 


few 


84 THE FEDERAL ACCOUNTANT 


public accountants. It is the third in a series of publications by the 
American Hospital Association in the area of accounting, statistics, and 
business office procedures for hospitals. The second in the series, cover- 
ing bookkeeping procedures for small hospitals, was reviewed in the 
September 1957 issue of THE FEDERAL ACCOUNTANT (vol. VII, no. 1). 
As stated in the introduction, this latest publication presents further 
uses that may be made of accounting and statistical data by hospitals 
of all sizes. 

The authors make the point that management is constantly being 
called upon to provide additional services of a higher grade more 
efficiently. In order to meet this demand, management must utilize 
much information from a variety of sources. Cost and statistical infor- 
mation carefully gathered and interpreted is one of the important 
sources. At the outset, the authors caution against deciding that cost 
accounting should attempt to obtain absolute accuracy. This, they 
assert, is not economical or possible, even under the most refined 
accounting procedures. 

This manual (as it is referred to by its authors) emphasizes the impor- 
tance of accounting by demonstrating that cost information may be 
accumulated and reported more adequately so as to indicate activities 
management should investigate and that the data can be more effec- 
tively arranged to help resolve various problems facing the hospital. 
The solution to such problems as those related to recovering costs, 
correcting inefficiencies, and adopting new procedures depend on well- 
considered decisions based on all of the cost and noncost factors. 

The committees that have brought the material together make the 
statement that they have dealt with the whole problem of costs and 
expenses and not solely with cost allocation. They conclude that the 
manual will be of value to trustees, administrators, and other manage- 
ment personnel. In this they have overvalued its usefulness to manage- 
ment. It appears unlikely that trustees and hospital administrators 
will want to wade through 131 pages full of technical language, laced 
with many detailed uses and illustrations, in order to sort out that 
which they will comprehend and apply. It should, however, be most 
helpful to systems and operating accountants in designing systems and 
developing reports, and to operating department personnel for 
planning. 

The manual is organized into five very well-written, fully illustrated 
chapters and three appendices. It begins with a discussion of the nature 
and uses of costs and the factors that influence them. It indicates that 
if management is to make adequate and prompt use of the information 
the following points should be considered in the preparation of reports: 
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(1) adequate records to facilitate accumulating reports for a purpose, 
(2) simplicity of presentation, (3) use of percentages and unit costs, (4) 
additional visual aids such as charts and graphs, and (5) use of com- 
parative techniques. 

It leads into a discussion of general cost-finding procedures and pre- 
sents the objectives, advantages, variations in procedures, and methods 
of cost finding. Set forth are the following purposes for which cost-find- 
ing data may be accumulated: (1) assessing the adequacy of the rate 
structure, (2) public relations, (3) reporting to specified agencies, (4) 
consideration of contracts with third party agencies and providers of 
contractual services, and (5) comparison of data with other hospitals. 

Following this the committees devoted a complete chapter to a step- 
by-step illustration of a cost-finding application, including cost appor- 
tionment schedules for a medium-size, short-term, general hospital. 
Additional aids to management in making decisions and formulating 
policies concerning certain phases of the hospital’s operations, observe 
the authors, are the uses to be made of special cost studies. While situ- 
ations for which cost studies may be made are virtually unlimited, 
the following are listed by the committees as some of the areas of 
administrative action in which studies would be appropriate: (1) judg- 
ing the operational efficiency of an activity in terms of total costs, (2) 
determining the cost of adopting new technical procedures, (3) deter- 
mining whether equipment should be replaced, (4) evaluating the 
cost of alternative choices in (a) purchasing equipment, (b) utilizing 
technical or nontechnical personnel, (c) utilizing equipment or per- 
sonnel, (d) conducting an activity or contracting with outsiders for 
the service, and (e) utilizing equipment centrally or in the depart- 
ments, (5) determining costs for allocation purposes, and (6) determin- 
ing costs of specific activities within a department. 

The concluding chapter is an introduction to budgetary procedures, 
dealing with cost forecasting and the comparing of actual costs with 
estimated costs. Advantages to management through budgetary pro- 
cedures are summarized as (1) to aid management in making decisions 
by requiring it to study the entire operations of the hospital and all 
possible forces that may affect the patient load or the costs, (2) to pro- 
vide management with a device which assists it in establishing the 
goals and policies of the hospital in advance so that it will be better 
able to meet any situation that might arise, (3) to cause all hospital 
departments to co-ordinate their activities and define specific areas of 
responsibility, resulting during the process of co-ordination in increased 
understanding of each function’s role in the operation of the hospital, 
(4) to provide a standard of comparison for control of activities and 
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costs, since, with participation of all departments in the formulation of 
the budget and periodic comparison, cost consciousness develops 
throughout the organization, and (5) to provide a basis for assess- 
ment of future alternative possibilities that can be coupled with long- 
range objectives. 

The appendices provide detailed bases for establishing new cost 
centers, for distributing general service costs, and for distributing 
special service costs. 

The federal government and those who labor for it, particularly in 
the hospital field, should find this manual a worthy addition to their 
libraries. It has enough costing information, demonstrated very ably 
in many applications, to be of general interest to all accountants. 


Rosert V. Scotr 
United States General Accounting Office 


Norman J. Lenhart and Philip L. Defliese, Montgomery’s Auditing, 
8th edition. New York: Ronald Press Company, 1957. 776 pp. 


Montgomery’s Auditing has for many years been recognized as the 
standard authority in the field of auditing. Few authors have 
approached the scope and thoroughness of Robert H. Montgomery 
in dealing with this subject. Mr. Lenhart and Mr. Defliese, who have 
undertaken the current revision, have maintained the standards 
established in previous editions and have carried out the revision in 
a professional manner. 

The general format of the eighth edition essentially remains 
unchanged. Some new subject matter has been introduced in addi- 
tional chapters not found in the older editions. The other chapters 
have been rewritten to reflect the recent changes which have occurred 
in accounting and auditing principles and in business conditions in 
our economy. 

The initial chapters, 1 through 7, are introductory in nature, set- 
ting forth the peripheral considerations in the field of auditing. These 
include discussions of the services of certified public accountants, audit- 
ing standards, the auditor’s qualifications and responsibilities, general 
procedures, the report, and financial statements. 

Chapters 8 through 20 deal with the audit of the various assets, equi- 
ties, revenues, and expenses. The general approach, carried over from 
previous editions, divides each chapter into sections relating to 
accounting principles, internal control, auditing procedures, and state- 
ment presentation. The applicable pronouncements of the Committee 
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on Auditing Procedures, the Committee on Accounting Procedure of 
the American Institute of Certified Public Accountants, and the 
Accounting Series Releases of the Securities and Exchange Commission 
have been integrated with the discussion matter of each chapter. In 
this fashion the reader is provided with a framework of principles 
and requirements which relate to each phase of the examination. The 
summaries of accounting principles set forth in the chapters dealing 
with inventories, fixed assets, and capital and dividends are par- 
ticularly noteworthy. 

Each chapter sets forth clearly the audit objectives related to the 
examination of the assets and equities. The generally accepted audit- 
ing procedures necessary to attain these objectives are discussed in 
meaningful terms, particularly giving effect to considerations of the 
client’s system of internal controls. The approach is for the most part 
a general discussion of auditing procedures and principles rather than 
statements of detailed audit steps to be performed in each portion 
of the examination. Thus the function of auditing is emphasized along 
with the significance of the various procedures. The sections of audit- 
ing procedures are extremely comprehensive, and, as the authors state, 
it is unlikely that all of those presented would be either necessary or 
desirable for any one examination. 

Chapters 21 through 25 are concerned with consolidated financial 
statements, taxes, the long-form report, management services, and 
procedures under the federal securities act. The chapters dealing with 
taxes and management services are new, reflecting the increasing 
impact of taxes in our economy and the cmnans role of public 
accountants in business affairs. 

The eighth edition of Montgomery’s Auditing is a clear, readable 
book, providing an excellent presentation of current auditing pro- 
cedures and the related accounting considerations. The latest revision 
is quite in keeping with the philosophies of the original author, and 
it should continue to enjoy its reputation as the leading book in~ 
the field. 

JosepH E. HAMPTON 
Graduate School of 
Business and Public Administration, 
Cornell University 
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Current Publications 


BOOKS AND PAMPHLETS 


American Accounting Association, Committees on Accounting Con- 
cepts and Standards. Accounting and Reporting Standards for 
Corporate Financial Statements and Preceding Statements and Sup. 
plements. Columbus, Ohio: The Association, 1957. 64 pp. $0.50. 


This pamphlet represents a significant contribution of the Ameri- 
can Accounting Association in the field of accounting, including a 
summary of the basic accounting concepts for corporate financial state. 
ments. The pamphlet contains a series of statements starting with the 
tentative phrasing of accounting principles relating primarily to 
corporate reports published in 1936 and extending through the restate- 
ment in 1941, the 1948 revision, and the eight subsequent supple. 
mentary statements. The work of the current committees is reflected 
in this pamphlet and labeled “Accounting and Reporting Standards 
for Corporate Financial Statements.” 


American Institute of Certified Public Accountants, Committee on 
Auditing Procedure. Long-Form Reports. (Statements on Auditing 
Procedure Bulletin No. 27.) New York: The Institute, July 1957. 
6 pp. $0.25. 


A much-needed statement by the practitioners pertaining to long 
form reports, this bulletin contains the application of standards of 
reporting for current year’s data and prior year’s data and additional 
statements pertaining to other long-form reporting problems. 


American Institute of Certified Public Accountants, Committee on 
Auditing Procedure. Special Reports. (Auditing Procedure Bulletin 
No. 28.) New York: The Institute, October 1957. 8 pp. $0.25. 
This bulletin is concerned with reporting on matters outside the 

normal reporting on the more usual types of financial statements of 
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corporate business enterprises organized for profit. The pamphlet is 
designed to provide a basis for differentiating between reports for 
which the wording of the usual short-form opinion or certificate is 
appropriate and reports for which special wording in the opinion or 
certificate seems to be necessary, and to clarify the applicability of 
generally accepted auditing standards to such special reports. 


American Institute of Certified Public Accountants, Committee on 
Terminology. Cost, Expense and Loss. (Accounting Terminology 
Bulletin No. 4.) New York: The Institute, July 1957. 3 pp. $0.25. 


“In Accounting Terminology Bulletin No. 2 the terms proceeds, 
revenue, income, profit, and earnings, were defined. This bulletin 
defines the correlative terms cost, expense, and loss. While ascertain- 
ment of cost sometimes involves processes of valuation and allocation, 
the techniques of ascertainment are not discussed here.” 


American Institute of Certified Public Accountants, Staff of the Insti- 
tute. Accountants’ Index—Twelfth Supplement. New York: The 
Institute, 1957. 574 pp. $12.00. 


The latest edition of the Index, the sixth in a series of volumes 
beginning with the year 1944, is a single, convenient reference that 
lists every significant article, book, and pamphlet on accounting, tax, 
and related business subjects published during 1955 and 1956. The 
latest volume would be an important addition to every accounting and 
business library. 


District of Columbia Institute of Certified Public Accountants, Com- 
mittee on Governmental Accounting. The CPA and His Govern- 
ment. Washington, D.C.: The Institute, May, 1957. 16 pp. [Reprinted 
in Journal of Accountancy, 104 (Dec. 1957), 49-58.] 

This publication is designed to provide the practicing certified public” 
accountant with certain background material with regard to the role 
of accounting in the federal government and, more important, to high- 
light the service opportunities now present for the accounting pro- 
fession in this important area. 


Hunter, Laura Grace, U.S. General Accounting Office. The Language 
of Audit Reports. Washington, D.C.: U.S. Government Printing 
Office, 1957. 85 pp. $0.35. 


This pamphlet is the successor to the pamphlet called. “Suggestions 
for Improving the Language of Audit Reports.” A short, concise expo- 
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sition dedicated to the purpose of making report writing clear, con- 
cise, and correct. The original pamphlet enjoyed wide circulation, 
and it is expected that this pamphlet will enjoy the same success. 


May, Florence A., and Herbert F. Klingman. Whole Dollar Account. 
ing. New York: Controllership Foundation, Inc., 1957. 335 pp. $7.50. 


“A comprehensive study of a procedure being used by a number of 
industries in the interest of work-simplification. Where used properly, 
dropping the ‘cents’ can lead to increased productivity of accounting 
and related operations and in a reduction of physical work without 
affecting accuracy. Presents a summary of the advantages and dis. 
advantages, case studies of where whole-dollar accounting has been 
used, and incorporates a selected reading list on the subject.” 


ARTICLES 


Bareuther, Ernest E., and Bert E. Stromberg. “Budgeting Pol’ y and 
Practice in a Decentralized Company,” N.A.A. Bulletin, 39 (Oct. 
1957), 31-44. 


This prize-winning paper covers budgeting policy and practice begin- 
ning at the company level—budgeting for a well-known appliance 
manufacturer—and carrying through to the execution of and results 
from budgeting at the division level. 


Brandt, J. W. “Control of Construction Cost Let Under Contract,” 
N.A.A. Bulletin, 39 (Nov. 1957), 45-52. 


“Industry is expanding and modernizing physical assets at an ever- 
increasing rate. Construction costs are continuing to move upward. 
Sound accounting practices and controls can avoid excessive costs, 
unnecessary losses and costly misunderstandings. Management today is 
interested in better methods to control and account for construction 
costs.” This article deals with the control of construction costs let under 
contract. 


Broad, Samuel J. “The Applicability of Generally Accepted Accounting 
Principles,” Journal of Accountancy, 104 (Sept. 1957), 31-37. 


The author, former chairman of the American Institute’s Commit- 
tee on Accounting Procedure, suggests that the criterion for accounting 
principles is usefulness. 


Bryant, Bruce C. “Application of Job Evaluation in a Medium Size 
Company,” N.A.A. Bulletin, 39 (Oct. 1957), 25-30. 
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The author describes a job evaluation plan devised to give the office 
staff due sense of status and incentive to advance on a merit basis which 
neither inadvertence nor bias can affect. 


Cronan, Frederick L. “Use of Electronic Computers in Governmental 
Accounting,” Municipal Finance, 30 (Nov. 1957), 62-66. 


In this short article dealing with the use of electronic computers in 
governmental accounting, the author cites examples of the use of 
electronic computers in solving knotty highway problems and in pay- 
roll applications. The author states that according to statistics “within 
the current year some 26 state highway departments will have electronic 
computers in operation” and that there are “in excess of two hundred 
state and local governments using electronic computers in one form 
or another,” while “at the federal level some seventy-five to one hun- 
dred agencies are using some form of electronic equipment in various 
programs.” 


Dean, Joel. “Profit Performance Measurement of Division Managers,” 
The Controller, 25 (Sept. 1957), 423-426, 449. 


Diffusion of profit responsibility may be overcome by decentraliza- 
tion. The author discusses the importance, difficulty and role of profit 
center decentralization and the requirements for profit center per- 
formance measurement. 


Golding, Jordan L. “Pinning Down Causes of Variation in Labor Unit 
Costs,” N.A.A. Bulletin, 39 (Oct. 1957), 65-70. 


“In the interest of practicality, the author of this study in labor 
cost control concentrates on measurement of the changes in efficiency 
of labor performance and deals also with the effect of the use of 
overtime.” 


Hanson, Kermit O. “Graphic Presentation in Accountants’ Reports,” 
Journal of Accountancy, 104 (Sept. 1957), 58-63. 


A very good set of illustrations are presented in this article which 
emphasizes the usefulness of charts and graphs in making the CPA’s 
report more useful and more immediately significant to the client or 
other readers of the report. 


Horngren, Charles T. “Disclosure: 1957,” Accounting Review, 32 
(Oct. 1957), 598-604. 
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The investment analysts are major consumers of financial infor- 
mation and, as investors or advisers to investors, are entitled to ade. 
quate disclosure of corporate information in order to be better able 
to make intelligent decisions. The time-worn reasons for withholding 
financial information generally are no longer compelling. The author 
contends that “because most of the data can eventually be obtained 
anyway more comprehensive disclosure is warranted in published 
reports. ...It is doubtful that companies are justified in withholding 
or adjusting certain types of information sought by the analyst because 
the company representatives feel that disclosure would be misleading 
or subject to misinterpretation.” 


Hutchison, William P. “Professional Development,” Journal of 
Accountancy, 104 (Oct. 1957), 31-36. 


This is a good presentation of the primary responsibility that the 
members of the accounting profession must assume for the training 
and development of the men who are presently getting started in 
this field. The article deals specifically with the professional develop- 
ment of the individual, and the author states that “if we are to con- 
tinue our proper growth at a professional level, we must promote pro- 
grams dealing with professional development, and the subject should 
be discussed continually at the local, state, and national levels.” 


Kircher, Paul. “Study of a Successful Computer System,” Journal of 
Accountancy, 104 (Oct. 1957), 59-65. 


“A detailed report on the installation of a computer system, from 


selection of equipment and personnel through preparation and actual 
operation.” 


Klock, Edwin J. “General Economic Indicators for Business Planning,” 
N.A.A. Bulletin, Section 3, 39 (Sept. 1957), 3-11. 


“General business indicators provide a sound base for short and 
long-range business planning. For this purpose, however, it is important 
to (1) become familiar with and evaluate indicators, (2) select the 
indicators most pertinent to your business, (3) prepare or obtain fore- 
casts of the relevant indicators, (4) recognize the margin of error in 
each indicator selected and in the forecasts of these indicators, and (5) 
use them with confidence backed by experience and judgment.” 


Masimore, Richard H. “A Start on Forward Planning the Accounting 
Staff,” N.A.A. Bulletin, 39 (Nov. 1957), 75-80. 
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A realistic view on the development of staff members to meet the 
responsibilities of the accounting staff, this short article discusses the 
accounting position to be filled, recruitment (within and without), 
orientation, and staff training. 


Mautz, R. K., and Robert E. Schlosser. “Techniques of Internal Con- 
trol,” Journal of Accountancy, 104 (Oct. 1957), 43-48. 


In a clear, concise article, the authors present the nature and pur- 
poses of internal control and the techniques by which it is achieved, 
from the point of view of the systems accountant. The following tech- 
niques are discussed briefly: organization, review, reporting, records, 
training, protective devices and clerical proof devices. 


Moyer, C. A. “Some Common Misconceptions Relating to Accounting 
Education,” Accounting Review, 32 (Oct. 1957), 531-535. 


The author, President of the American Accounting Association, dis- 
cusses the important misconceptions relating to accounting education 
under the following categories: the general nature of accounting edu- 
cation, suggested objectives or specific proposals, and those relating 
to the teaching of accounting. The problems facing accounting edu- 
cation today in the opinion of the author “have appeared before, 
and have been solved. If the experiences of the past are indicative, 
we can expect that changes which evolve will represent continued 
progress and that accounting education will keep pace with the increas- 
ing responsibilities assigned to it.” 


Murray, Edwards B. “Auditing the General Accounting Activity,” 
Internal Auditor, 14 (Sept. 1957), 18-28. 


“The author examines the underlying motives and principles of five 
fundamental techniques in auditing.” The five most important precepts, 
principles or rules for the successful and productive internal audit are ; 
(1) intelligent selection of items and transactions for audit, (2) a dual 
audit approach by analysis and checking, (3) examination in depth and 
insistence on corroboration, (4) intelligent programming, leaving room 
for individual discretion and ingenuity, and (5) independence and 
integrity of opinion and criticism and the clear and accurate report- 
ing of such opinion and criticism. “This article deserves the careful 
attention of the practicing internal auditor, whose familiarity with 
these techniques may sometime influence him to over-look their 
inherent values.” 
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STATEMENT REQUIRED BY THE ACT OF AUGUST 24, 1912, AS 
AMENDED BY THE ACTS OF MARCH 3, 1933, AND JULY 2, 1946 
(Title 39, United States Code, Section 2883) SHOWING THE 
OWNERSHIP, MANAGEMENT, AND CIRCULATION OF 


The Federal Accountant, published quarterly at Washington, D. C., 
for October 1, 1957. 


1. The names and addresses of the publisher, editor, managing editor, and 
business managers are: 

Publisher: Federal Government Accountants Assoc., 1523 L St. N.W., Wash, 
D. C. Editor: H. Edward Breen, Herschel C. Walling, 441 G St. N.W., Wash. 25, D. C. 
Managing editor: Harold Bierman, Grad. School of Business, Cornell Univ, 
Business manager: Martin C. Powers, 1523 L St. N.W., Wash. D.C. 


2. The owner is: (If owned by a corporation, its name and address must be 
stated and also immediately thereunder the names and addresses of stockholders 
owning or holding 1 percent or more of total amount of stock. If not owned by a 
corporation, the names and addresses of the individual owners must be given. If 
owned by a partnership or other unincorporated firm, its name and address, as well 
as that of each individual member, must be given.) 

Federal Government Accountants Assoc., 1523 L St. N.W., Wash. D.C. William 
A. Newman, Jr., Pres., GAO—Wash., D.C. John S. Bartlett, Vice-Pres., 6624 Wooster 
Pike, Cinn., Ohio. Martin C. Powers, Sec.-Treas., 1523 L St. N.W., Wash. D.C. 


3. The known bondholders, mortgagees, and other security holders owning or 
holding 1 percent or more of total amount of bonds, mortgages, or other securities 
are: None. 


4. Paragraphs 2 and 3 include, in cases where the stockholder or security holder 
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the name of the person or corporation for whom such trustee is acting; also the 
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to the circumstances and conditions under which stockholders and security holders 
who do not appear upon the books of the company as trustees, hold stock and secu- 
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preceding the date shown above was: This information is required from daily, 
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MartTIn C. Powers, Business Manager 
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